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Pp ROTECTION must be 
GEARED TO: 


The security of your business abroad 
may hinge on the answers to these 
four questions: 





@ Has your insurance protection 
been skillfully fitted to your 
particular properties, products, 
machinery and equipment? 


@ Has full consideration been given 
to the specific risks inherent in 
your processes and methods? 


@ Are you adequately protected 
against loss due to business inter- 
ruption and the time it would 
take to replace your equipment? 







@ Has your general liability and 
workmen’s compensation insur- 
ance been carefully patterned to 
your type of business? 


AFIA experts at home and abroad 
are well equipped to analyze your 
insurance requirements and provide 
protection that will keep your 
business secure. 


Consult with Your Agent or Broker 














AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street e New York 38, New York 


CHICAGO OFFICE . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
DALLAS: GQFHIGE . .... < Mercantile Bank Building, 106 So. Ervay Street, Dallas 1, Texas 
LOS ANGELES QFPIGCE 2... 6860 3277 Wilshire Boulevard, Los Angeles 5, California 
SAN FRANCISCO OFFICE . Russ Building, 235 Montgomery Street, San Francisco 4, California 
WASHINGTON OFFICE . . Woodward Building, 733 15th Street, N.W., Washington 5, D.C. 
















































th 























The school’s 24-page catalogue 
is available free upon request. 
Address your card or letter to 
the Secretary, IAS.... 





The IAS 
LIFE SCHOLARSHIP PRIVILEGE 


One of many attractive features of the IAS home 
study training plan, the Life Scholarship Privilege, has 
made a substantial contribution to the success of 
thousands of IAS graduates. 


@ The ninety-assignment IAS Diploma Course in- 
cludes fifty advanced elective assignments selected by 
the student—those which will be of the greatest imme- 
diate benefit. On graduation, each student becomes 
entitled to all additional elective courses in the IAS 
curriculum with full educational service and consulta- 
tion privileges. 


@ The courses included in this Life Scholarship ar- 
rangement (with the number of comprehensive study 
assignments indicated) are: 





BASIC AUDITING (10) BUSINESS STATISTICS (10) 
PUBLIC AUDITING (20) FINANCIAL ANALYSIS (10) 
INTERNAL AUDITING (20) ECONOMICS (10) 

BASIC COST ACCOUNTING (10) OFFICE MANAGEMENT (30) 
ADVANCED COST ACCOUNTING (20) ACCOUNTING LAW (10) 
CORPORATION ACCOUNTING (10) FEDERAL INCOME TAX (10) 
MANAGEMENT CONTROL (20) CPA COACHING (20) 





@ With this broad curriculum at his command, each 
IAS student can study first those subjects needed im- 
mediately and can then broaden his knowledge of 
accounting and management through study of addi- 
tional electives. 


@ There is 10 additional charge for the Life Scholarship 
Privilege. It is included in the reasonably low enroll- 
ment fee for the Diploma Course. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD ®¢® CHICAGO 6, ILLINOIS 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and_ financing, together 
= the necessary procedures to effectuate the 
plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 


4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 


5. To interpret and report on the effect cf 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of tke 
business. 


6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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What sold me 

on microfilming ? 
The price, mister— 
plain and simple. 


7 And what a price! 
Z The new Micro-Twin 
 _recorder-reader costs less 
than you might expect to 
pay for a recorder alone! 


Now you, too, can give the old heave-ho to over- 
flowing filing cabinets and ceiling-high stacks of 
yellowing records. For Burroughs has come up with 
microfilming equipment you can afford! 

Fact is, this new Micro-Twin costs substantially 
less than any other up-to-date microfilming system 
... yet offers all the protection and speed features 
you need. 

The secret? Bell & Howell’s 2-in-1 engineering. 
For unlike other microfilming systems, the Micro- 
Twin combines both Recorder and Reader in a 
single, compact unit. And that’s where the big saving 
comes in. 

Naturally, separate recorder and reader systems 
demand two cabinets, two stands, two costly 
precision lenses, ete. But not so with Micro-Twin. 
Thanks to more practical single-unit design, just 
one of each is all the Twin needs to master both the 
recording and reading jobs. 

Yes, mister, plain and simple here’s microfilming 
you can afford! Of course, your set-up may require 
units in various departments or branches. In which 
case, you might find the low-cost Model 205 Recorder 
and separate Model 206 Portable Reader the eco- 
nomical answer to your microfilming needs. 

We are specialists in suiting microfilming equip- 
ment to individual needs. Let us demonstrate, free. 
Simply call our nearby branch office. Burroughs 
Corporation, Detroit 32, Michigan. 


SOLD AND SERVICED BY 


Belle Howell Bu rroughs Burroughs 


MICROFILM EQUIPMENT 





“Burroughs” and “Micro-Twin” are trademarks 
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FREEMAN ON “COST OF CAPITAL” 


Editors, THE CONTROLLER: 

The report on ‘Cost of Capital,” pub- 
lished in your May issue, is excellent ex- 
cept in One very important respect. It un- 
derstates the cost of debt financing by 
omitting the cost of repaying the princi- 
pal. It overstates the cost of common stock 
financing by counting the entire earnings 
instead of only the dividends as the cost. 
It thereby assumes that retained earnings 
will be reduced when a debt is substituted 
for share capital. If so, the corporation 
would thereby be made poorer rather than 
richer. Also, if the debt is to be repaid out 
of earnings, as the report itself recom- 
mends, the retained earnings would have 
to be increased instead of reduced. Alto- 
gether, the report seriously overstates the 
advantages of debt financing. 


Costs Accrue When Debt Is Incurred 


When a business corporation borrows 
it gets temporary cash in exchange for an 
offsetting debt, which reduces the net 
amount acquired to an ultimate naught— 
on an accrual basis, at once; on a cash 
basis, when repayment is made. The re- 
port says that the average industrial cor- 
poration must contemplate repayment of 
principal primarily through earnings with- 
out risking the need for refinancing at 
maturity. If repayments are spread over 20 
years this would add 5 per cent (without 
benefit of tax subsidy) to the cost. No 
such payments need be made when the 
corporation sells shares of stock. No debt 
is then incurred and no cost accrues ex- 
cept as and when increased dividends are 
declared ; the corporation gets cash capital 
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which it does not have to repay and prob. 
ably never will. 

While the repayment of a loan does not 
affect a corporation’s costs any more than 
the payment of a debt previously incurred 
for merchandise, yet in one case, as in the 
other, a cost accrues when the debt is jp. 
curred. As the receipt of the loan is not 
credited to income, neither is the repay- 
ment chargeable against income, but each 
is an offset to the other. The cash repay- 
ment is as much a cost of capital as the 
cash dividends and more of a cost than 
the retained earnings. 


Savings Are Not Costs 

It may be necessary for a corporation to 
earn 10 per cent before it can sell its shares 
on a 6 per cent dividend-yield basis. This, 
however, should not be interpreted to 
mean that the cost of capital is then 16 per 
cent; it is in fact only 6 per cent. A prom- 
ise to pay is more likely to inspire faith 
when it is backed by higher earning power. 
Yet our costs are not what we are able to 
pay but merely what we do pay. Costs 
make a corporation poorer but any excess 
of earnings over costs makes it richer. 

Retained earnings are added to the 
corporation’s capital and thereby become 
available for the same purposes as the 
proceeds of a sale of either shares or 
bonds. The addition of 4 per cent a year, 
compounded, would furnish 48 per cent 
more capital every ten years. If, for ex- 
ample, shares are sold for $100,000 and 
earnings and dividends thereon average 
10 and 6 per cent, respectively, the $100,- 
000 would be increased to $148,000 by 
the end of ten years. 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 





If in the case of a $100,000 bond issue 
the retained earnings were “saved’’ the 
bond method would furnish only $100, 
000 to compare with the $148,000 pro- 
duced by the share method. If the re- 
tained earnings were continued the same 
in both cases then they could hardly be a 
cost of one and not of the other. Actually, 
the retained earnings would have to be 
increased under the bond method of 
vide for the amortization of the debt. 
Dividend savings could be counted for 
this purpose but interest plus the reduc- 
tion of capital might more than offset. 

The report uses the term “retained 
earnings” but says the amounts involved 
are really “reinvested earnings” theorett 
cally paid out to the shareholders and then 
returned by them as subscriptions to addi- 
tional stock. If this were so the net cost 
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(] All-State Sales Tax Reports 
(] Canadian Tax Reports 


(] Capital Changes Reports 
(Sinclair-Murray) 


Code and Regulations (Federal) 
Dominion Tax Cases 

Federal Tax Course 

Federal Tax Guide Reports 
Inheritance, Estate & Gift Tax Reports 
Payroll Tax Guide 

Standard Federal Tax Reports 
State Tax Cases Reports 

State Tax Guide 

State Tax Reports (in 49 Units) 
Tax Court Reports 


BANKING 


Federal Banking Law Reports 
Stock Transfer Guide 
Trust & Estate Law Reports 
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BUSINESS 


Accountancy Law Reports 
Atomic Energy Law Reports 
Ayiation Law Reports 
Bankruptcy Law Reports 
Conditional Sale— 

Chattel Mortgage Reports 
Dominion Companies Law Reports 
Dominion Reports Service 
Federal Carriers Reports 
Food Drug Cosmetic Law Reports 


Which Tyo You Need? 


A Handy Check-List of CCH Topical Law Reports * 










Government Contracts Reports 
Legal Periodical Digest 
Liquor Control Law Reports 
Pension Plan Guide 

State Motor Carrier Guide 
Trade Regulation Reports 
U.S. Supreme Court Bulletin 
Utilities Law Reports 


SECURITIES 
Blue Sky Law Reports 
Federal Securities Law Reports 


INSURANCE" 


Business & Estate Insurance Reports 
Canadian Insurance Law Reports 
Insurance Law Reports 

Workmen’s Compensation Law Reports 
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Canadian Labour Law Reports 
Labor Law Course 
Labor Law Guide—Federal 


Labor Law Reports 
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Railroad Retirement Reports 
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Unemployment Insurance Reports 


LEGISLATION 


Advance Session Laws 
Congressional Index 
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Congressional Legislative Reporting 


* IN A HURRY? 
Check items of interest—tear 
out page and mail together 
with your letterhead to CCH. 


MMERCE. CLEARING, HOUSE,. INC... 





Write for details of reporting in your field. 
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WASHINGTON 4 
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to the corporation would still be naught. 
If the shareholder had the choice of using 
the dividend for any other purpose the 
comparison with the exercise of rights 
might be more appropriate. Probably a 
better comparison would be with stock 
dividends. They, however, lead to some 
expense by the corporation and some spec- 
ulative effect on the price of the shares 
whereas retained earnings involve no ex- 
pense and attract relatively little attention. 


Others Benefit as Much or More 

The corporation gets the earnings, pays 
cash dividends to the shareholders, and 
retains the remainder for the common 
good of all who derive benefit from the 
activities of the corporation. Both labor 
and government receive more income 
from the corporation than the sharehold- 
ers get. Thus in many cases labor and gov- 
ernment have derived and probably will 
continue to derive the greater benefit from 
the retained earnings. Management, cus- 
tomers and creditors are also among the 
beneficiaries. 

Except in the rare case of the sale of the 
business on very favorable terms, the 
shareholders obtain no exclusive right to 
the retained earnings that the others do 
not have. The idea that they do is a sort 
of legal folklore which grew up in the 
days when liquidations were practicable 


and shareholders had relatively more 
power. Shareholders vote but so do the 
members of various clubs and the citizens 
of many countries. Few citizens are thereby 
deluded into thinking that they are paying 
taxes to themselves. 

Only the future can tell the extent, if 
any, that the shareholders will benefit 
from the earnings currently being re- 
tained. The shareholders as a group will 
get the benefit only if and when the cash 
dividends are increased. At such time the 
corporation’s cost will be increased in 
amount but, as dividends tend to lag, the 
percentage of cost to capital is less likely 
to be maintained. 

If in any specific case there is anything 
about the retention of earnings that makes 
enough people expect future dividends to 
be higher or if at the time share prices 
happen to be on the way up due to some 
other cause, some individual shareholders 
may make capital gains. If so the gain will 
come from the shareholders who replace 
such individuals and not from the cor- 
poration. If, however, more shares are of- 
fered for sale than prospective sharehold- 
ers want to buy, the capital gains will be 
more than wiped out. It is not possible for 
the entire body of shareholders to realize 
capital gains by selling. Any gain acquired 
by one must be supplied by another. The 
entire body can gain only as cash divi- 
dends are increased. 
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Capital Increases May Be Offset 


Presumably corporations cannot grow 
without new capital and retained earnings 
are an important source of such capital, 
Yet all corporations that report retained 
earnings do not grow. Even declining 
corporations may report earnings which 
are not paid out as dividends. When an 
increase in retained earnings results from 
reduced dividends the effect is likely to 
be different than when it comes from jp. 
creased earnings. The correlation between 
so-called retained earnings and increases 
in the market price of the shares is very, 
very low. 

Such low correlation is to be expected 
because there is a wide gap between what 
the accounts attempt to show and what 
the share market reflects. The accounts 
show the gross additions to invested Capi- 
tal made currently but, except for some 
allowance for depreciation, which may or 
may not be adequate, they do not attempt 
to show what has happened to the pre. 
viously invested capital. For example, if 
during the year the earning power of the 
pre-existing capital had declined 5 per 
cent, the current 4 per cent addition to 
invested capital would not constitute a net 
addition to earning power. 

The earning power of the pre-existing 
capital can be reduced by increased taxes, 
wages, or competition; by reduced mar- 
kets, price levels, or efficiency; or by the 
receding exaggerating effect of rising 
prices on the accounts. More realistic ac- 
counting conventions would probably te- 
classify a lot of retained earnings as earn- 
ings-power-maintenance expense ( a form 
of depreciation allowance). 


Shareholders Buy Dividends, Not Earnings 


The stock market fraternity is justified 
in watching earnings because changes in 
earnings may furnish a clue to possible 
changes in dividends. Also, the earnings 
retained by a growing business may give 
some indication as to whether a higher or 
a lower rate of growth is being planned. 
Yet to watch earnings to the exclusion of 
dividends or without adequate attention 
to the ratio of dividends to earnings or 
the responsiveness of dividends to changes 
in earnings is to let one’s eye stray from 
the ball. 

Investors do not buy earnings; they buy 
cash dividends. Shares are really rights to 
a future income dependent on the for 
tunes and good will of the corporation. 
They do not entitle the owner to a return 
of his principal, though in rare cases he 
may get some lump sum instead of further 
annual payments. Logically, shares should 
be priced more like annuities than interest: 
bearing securities and dividends should be 
compared not with interest alone but with 
interest plus the amortization of principal. 

Doubtless many think in terms of capt 
tal gains rather than income. Also, the 
future dividends to be expected are at best 
a matter of estimate and these estimates 














Mr. E. P. JORDAN, JR., General Sales Manager 
A. B. Dick Company, Mimeograph, 
Spirit, Azograth, Offset, Folding Machines, etc, 
Chicago, Illinois 
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he We use the Traveletter System at A. B. Dick Company 


‘From a management standpoint we like it be- 
cause it saves time and simplifies paper work. It 
reduces errors. Expenses are reported while they 


gs are still fresh in the minds of our sales representa- 
ed | tives. Also, Traveletter expense reports are com- 
: pletely compatible with our accounting methods. 
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gs “Our sales representatives like Traveletters, too. 
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a using Traveletters since 1949 and I’ve yet to hear 


of anyone having trouble cashing one.” 
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th American Cyanamid Co., Western Electric Co., 
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vary as the waves of optimism or pessi- 
mism sweep over the market. Also the 
present value of future income varies with 
the supply of and demand for money as 
well as securities. Furthermore, the mar- 
ket is subject to fashions, fads, and fancies 
and the shares of some companies or in- 
dustries may happen to be more popular 
than those of others. Hence the market 
price of some specific issue at any given 
time may show little resemblance to the 
conventional present value of a future in- 
come at the current dividend rate. Yet, 
ultimately speculators are dependent on 
investors to take the shares off their hands. 
The history of all speculative movements 
proves that buying with the hope of un- 
loading on somebody else at a higher 
price must in time come to grief unless 
the underlying intrinsic value keeps pace 
with the market price. 


Dividend Yield Shows Cost 


Thus it is the expected dividend yield 
which must justify the market price of 
the shares and it is the ratio of the divi- 
dends to the market price which indicates 
the probable cost of a limited amount of 
new share financing. 

A large issue without an increase in ex- 
pectations might depress the price. On the 
other hand, when new capital is re- 
quired business prospects and hence share 
prices are likely to be above average. 
Hence, corporations have a fair chance of 
raising capital at below the average cost, 
sometimes much below. 

Each controller should translate the as- 
sets and hence the corporation’s invested 
capital into current dollars. Then he can 
compare the investment per share with 
some average of the recent market price 
per share. Then he should try to find out 
which is out of line with a fair capitaliza- 
tion of the dividends the corporation ex- 
pects to pay. While an seaaplione remedy 
may not be found his future thinking and 
that of his associates will be better in- 
formed. 


Debt Financing Not So Good 

Borrowing is doubtless best when the 
need for additional capital is temporary. 
In specific cases it may be the cheapest 
method of financing at other times. If so, 
it is likely to be because of the way in 
which interest costs are subsidized and 
dividend costs are discriminated against 
by prejudices written into the tax laws to 
the detriment of the capital structures of 
American business. The advantages of 
debt financing over share financing are 
not, however, as substantial as the report 
seems to indicate. 


Repayment Should Be Budgeted 
Some extra cost for share financing can 


usually be justified as a form of premium 
for insurance against risk. 

The relative cost of a debt is likely to 
be affected by the trend in the level of 
general prices during its life. Rising 
prices would reduce while declining prices 
would increase its relative burden. Changes 
in the volume of business would also affect 
the relative burden. 

The amount of debt a corporation can 
incur will depend somewhat upon the 
customary behavior of its cash account 
when business declines. If the liquidation 
of net current assets can keep pace in 
amount with the decline in the sum of (1) 
the excess of earnings (now cushioned by 
taxes and carryback) over dividends which 
would be considered desirable under the 
circumstances, plus (2) the excess of de- 
preciation allowance over necessitous facil- 
ity expenditures (probably lagging behind 
appropriations), then the ability to service 
the debt will not be impaired during a 
recession. If, on the other hand, fixed costs 
are so high that earnings decline too 
rapidly or funds from the liquidation of 
current assets are relatively too small or 
too slow in arriving, the debt may be a 
source of difficulty. Also, the relative 
stability of volume and prices in the in- 
dustry must be considered. 

Before borrowing, budgets should be 
set up for the life of the debt showing 
how it can be serviced under both favor- 
able and unfavorable conditions. 

While some calculated risk is justified 
on the basis of the estimated probable, a 
sufficient margin of safety should be pro- 
vided against the seemingly improbable 
so as to keep possible losses within the 
limits of the corporation’s endurance. 


E. STEWART FREEMAN 
Cambridge, Mass. 


BLUMENSTRAUCH VON DEUTSCHLAND 
“PROSIT” CONTROLLER 


Sehr geehrte Herren! 


THE CONTROLLER interessiert uns 
ausserordentlich. Wir lassen die Zeit- 
schrift regelmassig innerhalb unserer 
Arbeitsausschiisse zirkulieren und freuen 
uns schon immer auf das Erscheinen eines 
neuen Heftes. Mit vorzuglicher Hochach- 
tung. 


DEUTSCHE GESELLSCHAFT FUR 
BETRIEBSWIRTSCHAFT 

Die Geschaftsfiihrung 
Dipl.-Kfm. Bohme 

Berlin W 30, Rankestrasse 


Highly Honored Sirs! 


THE CONTROLLER is of exceptional in- 
terest to us. We regularly circulate the 
monthly issues among the key personnel of 
our various departments and always look 
forward to the appearance of a new issue. 


THE GERMAN SOCIETY FOR PRODUCTION 
MANAGEMENT 
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REPRINT PERMISSION GRANTED 


Editors, THE CONTROLLER: 

May we have permission to copy your 
article ‘“The President Looks at the Cop. 
trollership Function” by Herbert P. Bue. 
tow and L. A. Miller published in the 
March 1956 issue of THE CONTROLLER 
for internal use? This is an article which 
we would like to distribute to our indus. 
trial engineers in 3M Company. 


ARTHUR C, BOYDEN 

Manager 

Production Industrial Engineering 
Minnesota Mining & Manufacturing Co, 
St. Paul, Minn. 


Editors, THE CONTROLLER: 

One of my accounting associates |o- 
cally, W. P. Hilton, a senior partner of 
Hilton, Sheffield and Hilton, has asked 
that I contact you to see if it is agreeable 
for my article “Quick Method for Cala- 
lating Depreciation,” published in the 
June 1955 issue of THE CONTROLLER, to 
be submitted for republication in whole 
or in part by the Virginia Society of Pub- 
lic Accountants. 


W. J. BARNWELL 
Colonial Stores Incorporated 
Norfolk, Virginia 


HOW LONG DOES AN ARTICLE “LIVE”? 


Editors, THE CONTROLLER: 

We would like to have permission to 
print an article by Donald S. Grubbs en- 
titled ‘Internal Auditing Objectives” 
which appeared in the February 1946 issue 
of THE CONTROLLER. With your permis- 
sion this article will appear in the June 
1956 issue of Internal Auditor. 


MARGARET BEEBER 

Editorial Assistant 

The Institute of Internal Auditors 
New York 


CONTROLLED LAUGHTER 


Editors, THE CONTROLLER: 

Your selection of cartoons is always ex- 
cellent. The thought occurred to me that 
they might be compiled into a booklet en- 
titled ‘Controlled Laughter.” I'll take 
10% of the take! 


BERNARD F. HERBERICK 
National Industrial Conference Board 
New York 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 


6 CHURCH STREET —— 
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President, The National 
Cash Register Company 
GEORGE F. BAKER, JR. 
Trustee, George F. Baker Trust 
SOSTHENES BEHN 
Honorary Chairman, International 
Telephone and Telegraph Corporation 
PERCY CHUBB, 2nd 
Partner, Chubb & Son 
CLEVELAND E. DODGE 
Vice-President, Pheips Dodge 
Corporation 
R. GWIN FOLLIS 
Chairman of the Board, Standard Oil 
Company of California 
DeWITT A. FORWARD 
Senior Vice-President 
ROY H. GLOVER 
Chairman of the Board, 
The Anaconda Company 
JOSEPH P. GRACE, JR. 
President, W. R. Grace & Co. 
GEORGE A. GUERDAN 
Vice-President and Cashier 
HARRY C. HAGERTY 
Financial Vice-President, Metropolitan 
Life Insurance Company 
H. MANSFIELD HORNER 
Chairman, United Aircraft 
Corporation 
AMORY HOUGHTON 
Chairman of the Board, Corning 
Glass Works 
KEITH S. McHUGH 
President, New York Telephone 
Company 
ROGER MILLIKEN 
President, Deering, Milliken & Co., 
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EDWARD S. MOORE, JR. 
Executive Vice-President, National 
Biscuit Company 
CHARLES G. MORTIMER 
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Chairman of the Executive Committee 
CHARLES C. PARLIN 
Shearman & Sterling & Wright 
RICHARD S. PERKINS 
Vice-Chairman of the Board 
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President 
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President, Anierican Can Company 
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Robert Winthrop & Co. 


SENIOR MANAGEMENT 


HOWARD C. SHEPERD 
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ALAN H. TEMPLE 
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TO THE EXECUTIVE CHOSEN TO 
“LOOK INTO ELECTRONICS” 


Here’s how IBM can help you. As your company 
joins the hundreds of others now evaluating elec- 
tronic data processing, your awareness and judgment 
will become a valuable asset to top management. 


As a specialist, you will be called on to lead the elec- 
tronics survey .. . to probe your present methods . . . 
investigate applications . . . establish your company’s 
requirements. 


To help you in this investigation, IBM offers com- 
plete services ranging from published brochures and 


DATA PROCESSING + ELECTRIC TYPEWRITERS - 


TIME EQUIPMENT - 


application studies to actual training classes and 
preparation assistance. 


* * * 


For more down-to-earth facts on electronics, send 
for a new booklet on “The IBM 650 Electronic Data 
Processing System.” For your free copy, call your 
local IBM representative or write: 
International Business Machines Cor- 

poration, Dept. A56, 590 Madison 

Avenue, New York 22, N. Y. 


MILITARY PRODUCTS PROCESSING 
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Controllership 


James L. Peirce 


HE MORE ONE THINKS about the sub- 

ject of controllership in its particular 
relationship to cost accounting the more 
he is convinced that it is a subject laden 
with misconceptions awaiting the touch 
of truth that they may be annihilated. 

Now such a situation cannot exist with- 
out also being fraught with opportunity 
for all who face it. In this case the chal- 
lenge is very clear indeed, and accepting it 
is accompanied by a kind of exhilaration, 
even though we may at this time do no 
more than strike the first blow in a long 
battle. 

One thing must be made clear at the 
outset. We are fighting misconceptions— 
not people or professions. No one can 
tightly contemplate the achievements of 
the cost accountants with less than pro- 
found admiration. To focus attention on 
its unique service relationship to control- 
lership—in which both sciences, if they 
may be so called, cultivate an identical ap- 
proach to the control aspects of business— 
can only result in a greater general appre- 
ciation of each. For each has its own 
distinct individuality. 

It is especially interesting, I think, to dis- 
cuss the partnership of controllership with 
the branch of accounting known as’ cost 
accounting, not only because the relation- 
ship of controllership and general ac- 
counting has been more completely ex- 
plored in recent literature, but because it 
has always seemed to me that controller- 
ship is closer to cost accounting. 

This presupposes several things, with 
which you may or may not agree. It first 
assumes that cost accounting and general 
accounting are separable areas of thought. 
I'am not by any means certain that this 
is true. Perhaps each is an extension of the 
other, and both are phases of the same 
subject. But if we adopt the view that they 
may be distinguished from each other, 
then I feel that cost accounting must be 
the first love of every controller, because 
it does more for him than any other field 
of trained thought in exercising that pe- 
culiar force known as control. 











and Cost Accounting 


DISTINCTIONS AND DEFINITIONS 

This hypothesis also presupposes know!- 
edge of what controllership is, of what 
general accounting is, and of what cost 
accounting is. The last two named, being 
older, stand forth more clearly than does 
controllership. For our purposes, perhaps 
I can be forgiven for oversimplifying a 
little, and if so we might say that general 
accounting is basically concerned with de- 
termination of periodic net income and 
with current financial position. Cost ac- 
counting, on the other hand, is essentially 
engaged in breaking the elements of cost 
into manageable segments—product costs 
or budget units, for example—permitting 
the control of costs and the coordination 
of costs with selling prices and thereby 
with profits. 

Now controllership is the scientific ap- 
plication of the principles of planning and 
control to a business to the end that it 
may grow and prosper. These principles 
can be stated in pretty clear terms. They 
represent a directed force within the busi- 
ness that insures its profitability. They call 
for the most precise tools available and 
the first to be named is the applied tech- 
nique of cost accounting, in the broad 
meaning of that term—in the meaning 





JAMES L. PEIRCE, a national director of Controllers 
Institute, is vice president and controller of A. B. Dick 
Company, Chicago, Ill. This paper, presented before the 
Chicago chapter, NACA, is the fifth in a series by Mr. 
Peirce published in THE CONTROLLER (see list of titles 
on p. 386). Mr. Peirce has been active in the affairs 
of the Institute since 1941, having served as president, 
Chicago Control, 1950-51; as vice president, Region VIII, 
1954-55; as chairman of the national Planning Committee, 
1952-53; and of the national Executive Committee, 1954-55. 


THE CONTROUER.............. 






that covers every income-producing and 
cost-incurring activity of the business. 

If we are to look at the business scene 
impartially, we must recognize that not all 
controllers seem entirely sympathetic to 
this viewpoint. In many cases they are pre- 
occupied with the fascinating problems 
of net income reporting and with the 
perennial effort to minimize taxes. Too 
frequently cost accounting is considered a 
technique the usefulness of which is con- 
fined to the factory, whereas it is actually a 
trained condition of thought which should 
be focused on all phases of operations. 
This situation is changing rapidly, how- 
ever, and, in any case, we are mostly con- 
cerned with conditions as they should be 
rather than with the places where the 
light has not yet shone. 

To pursue our line of reasoning further, 
controllership and cost accounting have a 
definable relationship to each other. It is 
controllership’s mission to establish and 
maintain proper planning of operations 
and to control operations in accordance 
with the plan. It is the assignment of cost 
accounting to provide the means for ful- 
filling this main controllership function. 
Control is the end and cost accounting 
with its highly refined techniques is the 


means. 
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WHAT DOES A CONTROLLER DO? 


Before we can really understand the re- 
lationship of these two cousins we must 
first see what controllership looks like. It 
is surprising how relatively few people 
really know what a controller is supposed 
to do. Everyone, beginning with your own 
secretary, knows what a sales manager or 
a production manager is responsible for 
—1in a general way at least—but even the 
controller himself is often found to be 
in the dark when it comes to defining his 
own duties properly. Nearly all layefs of 
the business organization think of him as 
an accountant who has graduated into ex- 
ecutive duties, in which his main concern 
is the administration of the company’s ac- 
counting responsibilities. 

I would like to ask you to set aside this 
picture long enough to examine with me 
a more advanced concept of the job. 
Sooner or later, each one of us is going 
to be forced to do this very thing if we 
are to keep up with the management pa- 
rade. This task is not easy for controllers 
themselves. Weaned on accounting, they 
tend to love it and to cling to it. The force 
of progress is unrelentingly demanding 
that they now think in terms of planning 
and control first, and of their beloved ac- 
counting techniques as a mode of accom- 
plishing a.planned and controlled opera- 
tion. 


THE PLANNING ACTIVITY 

At the outset, may I ask that you give 
a moment’s thought to a portion of the 
statement of the controllership function as 
published by the Controllers Institute of 
America. This statement was first issued 























by the Institute in 1949 and it has steadily 
grown in prestige since that time. Its first 
pronouncement is that the controller is 
expected 

“To establish, coordinate and maintain, 
through authorized management, an in- 
tegrated plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, cost stand- 
ards, expense budgets, sales forecasts, 
profit planning, and programs for capital 
investment and financing, together with 
the necessary procedures to effectuate the 
plan.” 


I should like to take this first function 
apart and examine it very briefly—for 
here is the essence of what controllership 
must do if business is to survive the twin 
challenges of automation, with its mount- 
ing capital investment, and competition, 
with its squeeze on the profits which pro- 
vide the needed capital. 

Note first that the controller works en- 
tirely ‘through authorized management” 
in establishing a plan for the control of 
operations. Like all other staff people, he 
does not issue orders. He aperates by in- 
direction—creating the plan in such a 
manner that responsible line management, 
in theory and in fact, does its own plan- 
ning. The controller simply sees that the 
plan is established, coordinated and main- 
tained. 

Now note what the plan must provide 
—cost standards, for example, and ex- 
pense budgets and sales forecasts—all 
complete with procedures to make them 
work. The controller and his staff do not 
set the cost standards; they simply furnish 
an effective plan whereby such standards 
will be established by line management. 














Sank Owen 


“You'll never talk me into going on a 
low budget vacation trip with you again!” 
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They are then charged with the responsi. 
bility of making the planning operate 
“through authorized management.” And 
bear in mind that the cost standards s 
used are only one segment of the master 
plan which covers the operations of the 
entire company, even including its pro. 
gram for capital investment and financing 


THE CONTROL ACTIVITY 


Let us advance to the second stated 
function of controllership, which is 


“To measure performance against ap. 
proved operating plans and standards, 
and to report and interpret the results of 
operations to all levels of management, 
This function includes the design, instal. 
lation and maintenance of accounting 
and cost systems and records, the deter. 
mination of accounting policy and the 
compilation of statistical records as re. 
quired.” 


Having set up a plan for the control 
of operations, the controller is now charged 
with responsibility for measuring per- 
formance against the plan and for report- 
ing and interpreting operating results, 
Note again the subordination of the tech- 
niques of accounting to the principal ob- 
jective. All cost work, along with the 
maintenance of accounting systems, is di- 
rected toward providing the most elab- 
orate fountain of information ever de- 
signed by industry—the outpouring of 
facts from the controller's department. 

Note here that the highest level of 
achievement demands a plan against which 
to measure, but that even in the absence 
of formal planning the controller is asked 
to report and interpret the results of op- 
erations. Note too that this reporting is 
addressed impartially to all levels of man- 
agement—a clear instruction to report 
fairly and consistently the same facts to 
both the responsible man and his boss. 

All the minutiae of accounting work, 
all the prerogatives of accounting policy 
determination with their undeniable in- 
fluence on the course of business opera- 
tion, fall into this pattern. This is the 
purpose of all cost theory and record keep- 
ing—that management may understand its 
plan, know how it is performing, and reap 
the benefit of the objective analysis pro- 
vided by the controller's staff. y 

I have touched on those functions of 
the controller which form the foundation 
of his work—those related to planning, 
measuring performance, reporting and in- 
terpreting. Not only are these funda- 
mental but, for reasons which are by n0 
means coincidental, they are also the func 
tions most intimately connected with cost 
accounting. I should like to discuss this 
peculiar kinship a little later, but it seems 
appropriate first to complete the portrait 
of controllership by mentioning its other 
responsibilities, even though they do not 
relate directly to the subject. 
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THE INDEPENDENT APPRAISAL 
ACTIVITY 

In the third of the stated functions, 
Controllers Institute has gone to the heart 
of the management need for independent 
— It says that the controller is 


obligated 

“To measure and report on the validity 
of the objectives of the business and on 
the effectiveness of its policies, organiza- 
tion structure and procedures in attaining 
those objectives. This includes consulting 
with all segments of management respon- 
sible for policy or action concerning any 
phase of the operation of the business as 
it relates to the performance of this func- 


tion.” 


Now this duty is very broad indeed, and 
if the wording just quoted happens to be 
new to you, it may require a little reflec- 
tion. Perhaps these conclusions will 
emerge for you as they have for me: (1) 
that most business is badly in need of in- 
telligent work in this direction; (2) that 
it is possible for the controller to dis- 
charge this function if it is understand- 
ingly delegated by top management; (3) 
that this duty is a natural outgrowth of the 
controller's other duties; (4) that its dis- 
charge in a judicious way does not usurp 
anyone’s prerogatives ; and (5) that no 
other executive, generally speaking, can 
possess the cultivated objectivity required 
for this task. 

The implications of this opportunity I 
believe hold special meaning for cost ac- 
countants. Not only will many of them 
become controllers one day and hence be 
faced with this ultimate test of full con- 
trollership activity, but cost accounting it- 
self deserves the broadest possible mental 
platform. Cost accountants should be 
thinking and talking management policy, 
management objectives and management 
methods. Only in this way can cost ac- 
counting fulfill its unlimited possibilities 
as a Management weapon in the assault on 
today’s competitive markets. 


OTHER CONTROLLERSHIP ACTIVITIES 
The fourth function is 


“To report to government agencies, as re- 
quired, and to supervise all matters relat- 
ing to taxes.” 


This is one of the better-known duties 
of controllers and hardly deserves com- 
ment here, but the fifth is still full of un- 


oes territory. It calls on the control- 
er 


“To interpret and report on the effect of 
external influences on the attainment of 
the objectives of the business. This func- 
tion includes the continuous appraisal of 
economic and social forces and of govern- 
mental influences as they affect the opera- 
tions of the business.” 


Again I think it may be said that this 
unction is an outgrowth of the others, 


TEN REASONS FOR IMPROVING REPORTS 


Corporate controllers and financial officers were given ten 
reasons for furthering their efforts in improving monthly 
reports to management, in a recent address by A. J. Bows, 
partner, Arthur Andersen and Company, Atlanta, Georgia, 
before the Birmingham Control of Controllers Institute. 

The ten reasons presented by Mr. Bows, in his own concise 


fashion, follow: 


1. More competitive business conditions—have to know 


what you're doing. 


2. Great desire for diversification—pressure for more 


complicated merchandising. 


3. High cost of plant and equipment—is it worth it? 
4. Difficulty in nonaccountants understanding account- 


ants’ language and techniques. 


5. Fixing responsibility—putting pecple’s names on re- 
sults—highlighting people’s efforts. 

6. Compensation and profit-sharing plans—more and 
more livelihoods depend on accurate and realistic reporting. 

7. Time pressure and need for quick but accurate analysis 
—frequently by people not interested in accounting terms 


and techniques. 


8. Thorough monthly analysis—avoids to some extent 
personal criticism and friction which arise from spasmodic 


or careless analysis. 


9. Good record for historical (tax) and similar purposes. 
10. Comparison of company with industry and other 


companies. 


and indispensable for a complete range of 
action. No controller’s appraisal of a sales 
department’s forecast, for example, would 
be worth its salt without a knowledge of 
the interplay of economic forces. No 
comment on the aims of the business or its 
progress in fulfilling them could have the 
ring of validity unless it were backed with 
a solid understanding of the forces which 
make the outside world what it is. 

This is one of the most neglected fields 
of thought among accountants and control- 
lers. It may at first seem unrelated to the 
daily work of cost control, cost finding 
and communication of cost information, 
but the contrary is true. If the cost account- 
ant sharpens his intelligence in the field 
of external economics rather than letting 
it grow rusty, his penetration into the field 
of management will be quicker and more 
certain. 

The sixth function is 


“To provide protection for the assets of 
the business. This function includes es- 
tablishing and maintaining adequate in- 
ternal control and auditing, and assuring 
proper insurance coverage.” 


THE CONTROLLER.............. 


This job is traditional and well under- 
stood, but it is needed to complete the 
picture. I have included all six of these 
functions in this presentation because they 
are needed to convey a full impression of 
what the controllership influence means to 
American business. Cost accountants have 
a stake and a share in this influence. It is 
absolutely vital, as I see it, that they un- 
derstand controllership, and practice it, 
for controllership is a science that must be 
applied not alone by the controller but 
also by his staff and, from various points 
of view, by all other elements of business 
management as well. 


THE COST CONTROL TECHNIQUE 

There is a well-known phrase that joins 
controllers and cost accountants in an in- 
dissoluble partnership. This phrase is 
“cost control.” It is a key technique in the 
successful operation of business, and it 
means that every controller must be a cost 
accountant and every cost accountant must 
practice controllership. 


(Continued on page 384) 
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A Cost System 
for a Food-Processing Company 


Louis J. Smitten 


OME NEW TECHNIQUES on measuring 

the relative profitability of products 
have sufficient merit and value to make a 
real contribution to our profit-planning 
program in Canada. This is not, however, 
a General Foods system as such. We do 
not like to think of our techniques as being 
stereotyped systems. One of the essential 
fundamentals of good profit planning and 
cost control is flexibility and the willing- 
ness to change methods and thinking to 
meet ever-changing conditions. 

One of the most important responsibili- 
ties that we in the profit-planning and 
cost-control area have to the other mem- 
bers of management is to stimulate their 
thinking along ever-broadening lines. Just 
as we constantly look for better machinery 
and equipment and methods to produce a 
better product, so should we also look for 
better methods and techniques to ever im- 
prove our profit planning. In this paper I 
am only going to discuss one phase of the 
broad problem of profit planning. That is, 
the problem of finding a simple means for 
determining the contribution each product 
makes to a company over and above the 
cost it creates for that company. In other 
words, in order to determine where to con- 
centrate our selling and manufacturing ef- 
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fort, we must have a means of knowing 
the effect of each product on our over-all 
profit performance. This technique we are 
about to discuss is based on identification 
of costs according to their variable and 
nonvariable nature. We are going to dis- 
cuss the importance of analyzing costs into 
these two components and their applica- 
tion to profit planning. 


NONVARIABLE COSTS 

We are all familiar with nonvariable 
costs which are often called period costs, 
constant costs or fixed costs. These are the 
costs that are a function of time. These 
are the costs that are not specifically af- 
fected by normal increases and decreases 
in volume. These are business costs as dis- 
tinguished from product costs. In other 
words, we have a factory, a sales office, an 
administrative office because we are in 
business. If our volume drops 10% or 
20%, many of these costs do not change. 
If we are a company that has a multiprod- 
uct line and we drop product X from that 
line, there are many costs that are unaf- 
fected by the change. For example, if you 
have a plant in which you are making five 
products and you drop one product from 
the line, I think you will agree that under 


LOUIS J. SMITTEN joined General Foods Corporation in 
1954 as a staff member of the Administration and Methods 
Planning Department specializing in cost and budget pro- 
cedures and their application to profit planning. In 1955 
he was transferred to General Foods, Limited (GF subsidiary) 
at Toronto, Ontario, as manager of Budget and Analysis. 
His earlier career included nine years with Stevenson, 
Jordan and Harrison, New York management engineers, 
where he specialized in profit-planning techniques through 
the use of direct costs, stundard costs and flexible budgets. 
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most conditions there is nothing you can 
do about the floor space that product pre- 
viously occupied. So what happens? Why, 
the other four products just spread out a 
little bit and take up a little more room. 

You need the same plant superintend- 
ent, the same general manager, the same 
controller, you pay the same taxes or rent 
on your grounds or buildings, you must 
supply steam to heat the buildings, so those 
types of fixed, constant or period costs re- 
main unaffected. The only exception to 
this would be depreciation on a piece of 
machinery that was purchased specifically 
for a product, and even though that de- 
preciation is a fixed or period cost, it was 
created by a specific product. Therefore, 
the machinery could be sold if it were no 
longer needed. 


VARIABLE COSTS 

As contrasted with our fixed, constant 
or period costs, we have our variable 
costs. By variable costs we mean costs that 
vary directly with volume. These are the 
costs that are created specifically by a prod- 
uct. A simple illustration is a piece-work 
plant. We know that if you pay someone 
$1.00 per unit and they make ten units, 
they have to be paid $10.00. If they make 
100 units, they are paid $100.00. These 
costs then are created by the product and 
vary directly with the volume of that prod- 
uct. The same thing is true if you pay 
commissions to salesmen and those com- 
missions are related directly to a product. 
These are the costs that are variable with 
volume but are in fact constant per unit. 
Your profit forecast per unit is unaffected 
by these costs, as these costs change 1n fe- 
lation to volume—up and down. (See 
Chart 1.) 

When fixed and variable costs ate com- 
bined to provide unit costs to determine 
relative product profitability, they are 
often misleading because volume changes 
the unit cost. Therefore, we are going to 
separate them. We want to determine: 

1. The variable or out-of-pocket costs 
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of each product and the contribution mar- 
gin each product provides out of every 
dollar of sales brought in. Contribution 
margin is the difference between the cost 
the product creates and its selling price. 

2. Break-even points in order to fore- 
cast the effect of the interplay of changing 
selling prices and volume on profits. 

3. How many dollars of sales are neces- 
saty to pay for each dollar of fixed costs, 
such as advertising expense. By knowing 
this, you know how much increased sales 
are necessary to justify additional fixed 
cost expenditures. 

You have heard much of fixed and vari- 
able costing in recent years. You have 
heard it discussed under all sorts of names. 
We have no name for this technique other 
than to call it a method of planning profits 
based on standard costs and flexible 


budgets. 


EFFECT OF FIXED AND VARIABLE 
COSTS ON PROFIT PLANNING 

To illustrate the effect of fixed and vari- 
able costs on profit planning, it is neces- 
sary to review some very elementary 

oints. On Chart 2 we have two products, 
A and B. They have the same selling price, 
$1.00, the same cost, 80 cents, and the same 
profit, 20 cents. Here there is no identifica- 
tion of fixed or variable cost. These prod- 
ucts look equally profitable. The market- 
ing manager feels, under these conditions, 
it does not matter which product he sells. 
Sometimes you just can’t make up your 
mind. 

We know, of course, that included in 
the cost of 80 cents is distributed overhead, 
both fixed and variable. This has probably 
been allocated on some basis known only 
to someone in the Accounting Depart- 
ment far removed from the problem of 
profit planning. 

Now suppose we present these two prod- 
ucts in a little different light. In Chart 3, 
we now show these two products with the 
same selling price of $1.00 but now we 
show the variable and fixed content of 
their cost of sales. We have taken the 80 
cents of cost and analyzed it to determine 
how much of the 80 cents is fixed and 
how much is variable. We find then on 
product A the variable cost created by the 
product is 40 cents and on product B it is 
60 cents. We immediately notice that by 
subtracting the variable cost of product A, 
we find it has a contribution margin of 60 
cents or 60%, whereas on product B, the 
contribution margin is 40 cents or 40%. 

This points out a substantial difference 
between these two products. We find 
product A contributing 60 cents out of 
every sales dollar over and above the cost 
which it created. We find product B con- 
tributing 40 cents out of every sales dollar 
over and above the cost which it created. 
Now, remember, on the first example, we 
saw that each of these products had an 80 
cent cost so the difference must be the fixed 
cost. That means product A has a fixed 





CHART 1 
EFFECT OF VOLUME ON FIXED AND VARIABLE UNIT COSTS 
VARIABLE VARIABLE UNIT TOTAL 
PRODUCTION COSTS COST UNIT COST 
Variable Fixed Total 


FIXED 
COSTS 


VARIABLE 
PRODUCTION 


a-a- 
m8 
a+ I 


UNIT 
COST 


CHART 2 
PRODUCT A PRODUCT B 
Selling Price $1.00 $1.00 
Cost .80 .80 
Profit .20 .20 
CHART 3 
A. Selling Price $1.00 $1.00 
B. Variable Cost of Sales .40 .60 
C. Contribution Margin .60 (60%) .40 (40%) 
D. Fixed Cost 40 .20 
B. Variable Cost of Sales $ .40 $ .60 
D. Fixed Cost .40 .20 
Total Cost of Sales $ .80 $ .80 





cost of 40 cents and product B has a fixed 
cost of 20 cents. Now let’s stop a moment 
to think about that fixed cost. 

The fact that product A has 40 cents 
of fixed cost, and product B has 20 cents 
of fixed cost often is an accident of the 
method used to distribute those fixed costs 
to products. It is a further accident of the 
volumes over which they are distributed. 
Therefore, by, in some cases, an arbitrary 
distribution that takes place in the Ac- 
counting Department, we can color the 
profitability of our products and thus in- 
fluence the thinking of that branch of 
management that is responsible for pro- 
moting and merchandising the products in 
a mix to yield the greatest over-all profit 
to the company. You can readily see how 
simple it is when using total costs to come 
up with profit contributions that could be 
misleading to the merchandising people. 


DISTRIBUTION OF CHARGES 
Now, if we go a step further and add 
the fixed cost and the variable cost to- 


THE COMTROLIER.............. 





gether, it equals our cost from the Chart 2 
example. You are all familiar with the 
problem of finding an equitable basis to 
use for distributing fixed charges or pe- 
riod costs to products. Many of our 
charges are distributed on a basis of floor 
space, therefore, if we have a product 
over which we do not have quite as good 
inventory control on finished stock and 
raw materials and carry excess inventories, 
it may wind up with a larger distribution 
based on floor space than on a similar 
product over which we may have good 
inventory control on raw materials and 
finished stock. 

You are also familiar with the fact that 
many overhead items are distributed based 
on the number of persons or the number 
of labor hours, and yet we know that the 
creation of those charges is actually unaf- 
fected by the number of persons or the 
number of labor hours. Therefore, the op- 
erations that are highly mechanized and 
have few labor hours carry a dispropor- 
tionately lower share of the fixed overhead 
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CHART 4 
PRODUCT A PRODUCT B 
A. Total Fixed Charges Per Month $10.00 $10.00 
a timnthll Winter MGS: oo as ke ee Loe 
Cc. A B= Fixed Cost Per Unit $ .40 $ .20 
D. Profit Previously Shown (Chart 2) .20 $ .20 
E. Contribution Margin (Chart 3) $ .60(60%) $ .40(40%) 
F. A E = Break-even Volume $16.70 $25.00 
Gp Sabena oun anit — = a A = ee 
H. B X D = Planned Profit $ 5.00 $10.00 
or 
I. (EX B)—A 
CHART 5 
F PROFIT-TO-VOLUME OR BREAK-EVEN CHART 
‘ 
9 
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than an operation that has a high number 
of labor hours or a high number of per- 
sons, and yet the highly mechanized op- 
eration may be the one that creates all the 
problems for management and manage- 
ment represents a fixed cost. To my knowI- 
edge, there has never been discovered an 
equitable way to make an accurate distri- 
bution of all management charges to prod- 
ucts or departments. 

The point I am trying to make is that 
one of the most important contributions 
we can make to our marketing manage- 
ment is to inform them of the out-of- 
pocket costs of each product that they 
handle, and thus, in turn, inform them of 
the contribution margin that that product 
creates for each dollar of sales before fixed 
charges. This, in turn, enables us to give 
them accurate break-even points and to ac- 
curately forecast the effect of the interplay 
of selling prices and volume based on our 
variable cost of sales. This further enables 
them to determine how much sales each 
dollar spent for advertising must contrib- 
ute in order to pay for that advertising. 

Suppose we examine how we arrive at 
our dribution of fixed charges to prod- 


ucts in Chart 4. Let’s assume our fixed 
cost per month is $20.00 regardless of our 
volume and we have prorated $10.00 to 
each of the two products. We have all 
these items of cost every month whether 
we have product A or whether we have 
product B or whether we drop product A 
or product B from our line as long as we 
remain in business. These are business 
costs, not product costs. 

Let us assume that product A and prod- 
uct B were each charged with $10.00 of 
fixed costs per month. Now let us assume 
that product A has a forecasted volume of 
25 units. This would account for the 40 
cents of fixed costs. This is arrived at by 
dividing $10.00 by 25 units. Let us further 
assume that product B has a forecasted 
volume of 50 units. This means that prod- 
uct B would carry 20 cents of fixed costs 
for each of the 50 units. Again we divide 
the $10.00 by the 50 units. 

Using the variable cost technique, let 
us examine the effect of volume on profit. 
On product A we have a fixed cost per 
unit of 40 cents. On Chart 2 we saw the 
profit was 20 cents. If we add the profit 
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to the fixed cost, we arrive at our contriby. 
tion margin of 60 cents. This is the differ. 
ence between the selling price and the var. | 
iable cost. We now see that on product A | 
we have a contribution margin of 60 cents 
and on product B our contribution margin 
is only 40 cents. By dividing our total fixed 
charges by our contribution margin, we 
can easily determine that for product A 
we need sell only $16.70 to break even 
whereas for product B, we must “a 
$25.00 to break even. 

We saw, however, in Chart 2 that the 
Accounting Department told the market. 
ing people that those products were 
equally profitable. If they are equally prof- 
itable, why don’t they break even at the 
same sales volume? 

It is very apparent that product A with 
a contribution margin of 60 cents is more 
profitable than product B, because, after 
the break-even point has been reached, 
product A contributes 60 cents to profit for 
each $1.00 item sold whereas product B 
contributes only 40 cents to profit for each 
$1.00 item sold. 

Supposing we look at a comparison of 
these two products on a profit-to-volume 
chart. This is Chart 5. We might also call 
this a break-even chart. We must first de- 
termine the total fixed charges that we are 
billing to the product. In this illustration | 
both products have the same fixed charges, 
$10.00 each. Starting with the $10.00, we 
write the scale upwards until we reach 
zero. Then we draw a horizontal line from | 
the zero to the right side of the page. This 
line represents the break-even point. We 
will then draw a line from the $10.00 
horizontally to the right side of the page. 
Across that line we will indicate the sales | 
volume. We will now put the slope of the 
two products on the graph. Product A 
with a contribution margin of 60 cents, or 
60%, requires $16.70 of sales volume or 
16.7 units to break even. If we draw a line 
from the lower left-hand corner through 
that break-even point of $16.70 and ex- 
tend it on until we reach $25.00 of sales 
volume, we find that product A has a fore- 
casted profit of $5.00. This is also shown 
on Chart 4. 

Product B, which has a break-even point 
of $25.00 and a 40% profit contribution, 
shows a $10.00 forecasted profit when we 
project the line from the lower left-hand 
corner. We now have a visual picture of 
the break-even point for these two prod- 
ucts. This demonstrates quite simply that 
there is a marked difference in the profita- 
bility of these two products, because at 
$25.00 volume for each product, A shows 
a $5.00 profit and B breaks even. If we 
wanted to project the effect of increased 
volume of these products, we would 
merely have to extend the line and then 
take a reading from that line to determine 
the profitability. 
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THE EFFECT OF PRICE AND 
VOLUME CHANGES ON PROFITS 

Let’s suppose that, at this point, the mar- 
keting manager walks in and announces 
that he has decided that, with a 10% re- 
duction in price, he could get a 20% in- 
crease in volume. He now wants to know 
the effect of this decision on his profit. 

Suppose we take each product sepa- 
rately. Let’s start with Chart 6 and we'll 
see what effect this decision will have on 
roduct A. First we must increase the vol- 
ume of 25 units and the profit forecast by 
20%, which raises that to 30 units. Next, 
we must decrease the selling price of $1.00 
by 10% which will make that 90 cents. 
Selling 30 units at 90 cents, we will have 
a $27.00 sales volume. Before these 
changes, we had a 60% profit contribution 
on product A. When the sales manager 
reduced his selling price from $1.00 to 90 
cents, that reduction had to come directly 
from profits. 

So, where we formerly got 60 cents 
from a $1.00 sales unit, we now get 50 
cents from a 90 cents sales unit. Dividing 
the 50 cents of profit contribution by the 
90 cents selling price, we find that our 
profit contribution is now 55.6 cents per 
sales dollar. Therefore, on our new sales 
projection of $27.00, using the 55.6% 
profit contribution, we now get a contribu- 
tion of $15.00. When we subtract the 
$10.00 of fixed charges from the $15.00, 
we arrive at a $5.00 profit figure. So we 
see that the net effect of decreasing the 
price 10% to get a 20% increase in vol- 
ume has not changed the profit picture of 
the company or the product. 

Let’s look at Chart 7 and take the same 
set of conditions for product B. In this 
case we have a forecasted volume of 50 
units which will result in a profit of 
$10.00. This is based on 40% profit con- 
tribution. A 20% increase in volume will 
increase our forecasted volume to 60 units. 
However, the 10% reduction in price 
brings our sales price down from $1.00 to 
90 cents. By multiplying our new sales 
ptice of 90 cents our new volume of 60 
units, we find our sales volume is now 
$54.00. Again we know that the price re- 
duction must come out of profits. Our var- 
lable costs have been toh oe 

So, in this case, we had a product that 
was selling for $1.00 and was contributing 
40 cents to profits. This product is now 
selling for 90 cents and the 10 cents price 
reduction has reduced our 40 cents contri- 
bution to 30 cents. So we have a product 
selling for 90 cents that has a 30 cents 
ptofit contribution. Dividing the new 
profit contribution of 30 cents by the sell- 
ing price of 90 cents, we get a new con- 
tribution margin of 33.3% or 33.3 cents 
out of every sales dollar. When we mul- 
tiply the new sales volume of $54.00 by 
the new contribution margin of 33.3%, 
we find that the product now contributes 
$18.00, whereas, before the decrease in 
ptice and the increase in volume, this 


CHART 6 
Effect of a 10% Reduction in Price 














PRODUCT A 20% Increase in Volume 

Original Amended 

Plan Plan 
I i he a ee oa le xe — 25unitts xX 20% = 30units 
B. Selling Price $100 — 10% = $ .90 
Cc. A X B Sales Income $25.00 $27.00 
D. Contribution Margin Per Unit $ 60 — $10 = $ .50 
E. D+ B= % Contribution Margin — __ __ a ae een 55.6% 
F. C X E= Total Contribution Margin $15.00 $15.00 
G. Less Fixed Charges $10.00 $10.00 
H. Profit $ 5.00 $ 5.00 
OO Re er ee eee PO CTE ECE er eee Ore ee None 


If we add $2.00 to the fixed charges and divide the fixed charges by the contribution margin of 
60% in the original plan, we find it takes an increase of $3.33 in volume to recover the addt- 
tional $2.00 of fixed charges. 


CHART 7 
Effect of a 10% Reduction in Price 














PRODUCT B 20% Increase in Volume 

Original Amended 

Plan Plan 
Bis VOI ai a ee ss ee e's ._ 50units XK 20% = 60units 
B. Selling Price $100 — 10% = $ .90 
C. A X B Sales Income $50.00 $54.00 
D. Contribution Margin Per Unit $ @© — $06 = $$ 2 
E. D+ B= % Contribution Margin — - OS eer 
F. C X E= Total Contribution Margin $20.00 $18.00 
G. Less Fixed Charges $10.00 $10.00 
H. Profit $10.00 $ 8.00 
SES TORE ECE COPE CORTE Ee Tee Minus 20% in Profit 


To Determine What Volume Is Necessary to Achieve 
the Same Profit as Original Plan: 





Fixed Charges $10.00 

Original Profit 10.00 
Total $20.00 

New Contribution Margin — —— — — —— 33.3% 


$20.00 + 33.3% = $60.00 Volume Necessary 
(66.7 Units) 


33.4% increase in original volume 





product contributed $20.00. This means 
that after subtracting our fixed cost of 
$10.00, this product now contributes only 
$8.00 to profits even though we have in- 
creased the volume 20%. Before the price 
reduction and the increase in volume, this 
product was contributing $10.00. So, in 
this case, with a 20% increase in volume 
and a 10% decrease in price, we have 
lowered our profit 20%. 

If we wanted to determine the sales 
volume necessary to attain the previous 
profit goal, we would add the profit we 
wanted to attain to the fixed charges and 
divide by the percentage of contribution 
margin, as shown at the bottom of Chart 7. 

This comparison of these two products 
illustrates how important it is to know ac- 
curately the effect of price changes and 
volume changes on profits. This technique 
is possible through the segregation of 


fixed and variable costs. Here we had an 
example of two products each of which 
had a relatively high contribution margin. 
By reducing the selling price 10% and in- 
creasing the volume 20%, we found that 
the effect varied widely between the two 
products. Let’s not forget that in Chart 2 
we had previously shown that these two 
products were equally profitable. 

This points up very strongly the im- 
portance of separating your variable and 
fixed costs in order to plan your profits ac- 
curately and to determine the effect of 
volume and price changes on profits. This 
problem of trying to determine the effect 
on profits of price and volume changes is 
one of the more difficult to solve in a 
simple manner—that is, if you have not 
separated your fixed and variable costs. 


(Continued on page 391) 
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Devaluation of Foreign Currencies 


John J. Miller 


ORLD WAR II created special conditions under which Ameri- 

can business was able to rapidly expand and develop its ex- 
port trade. With Europe’s manufacturing facilities destroyed or 
obsolete, many U. S. companies found it necessary to organize 
foreign subsidiaries and branches to cope with the increased vol- 
ume. For many companies this export trade has become a highly 
important part of total operations. International operations, how- 
ever, created new risks and unique problems for American busi- 
ness. Among the new risks, the most prominent is the risk of 
devaluation of foreign currencies. As dollar reserves are depleted 
by the increased purchases of American goods, foreign govern- 
ments arbitrarily establish new, lower rates of exchange for 
foreign currencies in relation to the U. S. dollar. This paper 
discusses the effects of devaluation on various financial positions 
and the problems of continuing post-devaluation operations. 

For illustrative purposes, three hypothetical businesses operat- 
ing in a foreign country with a peso monetary unit will be used. 
It will be assumed that each business imports a single product 
from a U. S. supplier with the following exchange rates, costs, 
and selling prices: 


Before Devaluation After Devaluation 





Pesos US$ Pesos US.$ 
Exchange rates a — a. =o 
Cost per unit b= 2 6 = 2 
Selling price per unit ia is. 3s 2 33 


A different financial position will be used for each importer to 
demonstrate the effects of devaluation under various conditions: 


Importer A Dollar debt to U. S. supplier 

Importer B No dollar debt to U. S. supplier 

Importer C Local borrowings before devaluation 
to pay U. S. dollar debt 





JOHN J. MILLER joined Abbott Lab- 
oratories, Chicago, Ill., in 1946, where 
for over eight years he was directly 
concerned with foreign business prob- 
lems while with Abbott Laboratories 
Foreign Subsidiaries. He held various 
positions including that of controller 
and is now assistant to the comp- 
troller of the parent company. Mr. 
Miller is a member of CIA and AIA. 
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In each case, the effect upon operations of a selling price in- 
crease will be contrasted with no selling price increase. To elimi- 
nate unnecessary details, all balance sheets and profit and loss 
statements have been stripped to the basic elements and all items 
of income and expense are assumed to have been settled in cash 
between balance sheet dates. 

Under the above conditions, the financial statements of each of 
the three importers before devaluation would have appeared as 
follows: 


Balance Sheet Before Devaluation 


Commodity 
Pesos Units U.S.$ 
Assets—Inventory 4,000 500 1,000 
Liability—Due U. S. supplier 4,000 1,000 


If all merchandise were sold before devaluation, the profit and 
loss account would appear as follows: 


Profit and Loss Before Devaluation 
Exchange Rate P/4 to U.S. $1.00 








Commodity 
Pesos Units U.S.$ 
Sold for 6,000 1,500 
Cost of inventory 4,000 500 1,000 
Profit 2,000 500 


When the business cycle is completed and the P/6,000 is col- 
lected and reinvested in inventory, the balance sheet would ap- 
pear as follows before devaluation: 


Commodity 
Assets: Pesos Units U.S.$ 
Inventory 6,000 750 1,500 
Liability and Surplus: 
Due U.S.A. supplier 4,000 1,000 
Surplus (Profit as above) 2,000 500 
Total 6,000 1,500 


The effect on the financial condition and profit and loss of each 
importer will now be shown when merchandise is sold after 
devaluation. 


Importer A 
Dollar Debt to U.S. Supplier 
Balance Sheet 





Before Devaluation After Devaluation 
Pesos 4 = U.S. $1.00 Pesos 8 = U.S. $1.00 
Commodity Commodity 
Assets: Pesos Units U.S.$ Pesos Units USS 
Inventory 4,000 500 1,000 4,000 500 1,000 
Liability: 
Due U.S. supplier 4,000 1,000 4,000 1,000 
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What’s fencing got to do with your business? 


Just this... fencing more than any other sport, calls for 
MOTION-ECONOMY . . . and that’s exactly what today’s busi- 
ness procedures call for—accomplishing the most with the 
least waste of movement and effort. Remington Rand pio- 
neered this trend and today is delivering MOTION-ECONOMY 
built into the most advanced business machines of every 
type. For example, the four electrically-powered records- 
handling machines shown below. 

Greater productivity results because walking and stand- 
ing are eliminated. All records FLow into position at the 
same level, directly in front of the operator who is com- 
fortably seated. Eye and body fatigue are reduced . . . un- 
necessary physical labor and drudgery eliminated. 


*Trademark 


Robot-Kardex* Convé-Filer* 


Gone are the constant stooping and bending to use lower 
drawers . . . the reach and stretch for the higher ones. Vari- 
able lighting, shadows and “no place to work” are things of 
the past. Improved employee relations follow from the bet- 
ter working conditions. Personnel turnover is reduced. 
Why not get full particulars now on how these records- 
handling machines can be applied to your busine ) 
ply write Room 1847, 315 Fourth Avenue, New 
and ask for the booklets listed. 


Remington. Mand. 


DIVISION OF SPERRY RAND CORPORATION 


Roto-Kard* Kard-Veyer* 


. . . Saves up to 
30% on posting 
time .. . up to 
59% on space... 
any one of 4,000 
sets of visible rec- 
ords at the touch 
of a finger! Ask 
for KD505. 


. . « Saves up to 
30% on clerical 
cost for users of 
large, active card 
records ... any 
one of 200,000 
cards positioned 
electrically! Ask 
for LBV160. 


. .. most advanced 
drum housing... . 
Saves space... 
up to 6,000 record 
cards in less than 
3.6 square feet... 
electric or manual 
operation! Ask for 
KD770. 


. electrically 
powered .. . 16,- 
000 to 80,000 ver- 
tically-filed cards 
(including punched 
cards)... saves 
posting and filing 
time! Ask for LBV- 
706. 
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No profit or loss occurred in U. S. dollars upon the devalua- 
tion at this point because there were no sales. The imported in- 
ventory is always equal in value to its dollar cost. 

Now assume that all 500 units of commodity are sold after 
devaluation. 


Exchange Rate now P/8 to U.S. $1.00 





Old Price P/12 New Price P/24 











Commodity Commodity 
Pesos Units US$ Pesos Units US$ 

Sold for 6,000 750 12,000 1,500 
Cost 4,000 500 1,000 4,000 500 1,000 

Profit (loss) on sale 2,000 (250) 8,000 500 
Loss on remittance of 

original $1,000 debt 

to U.S. supplier 4,000 4,000 

Net profit (loss) (2,000) (250) 4,000 500 


No dollar equivalent has been given to the P/4,000 loss on 
remittance of the $1,000 debt to the U. S. supplier. This loss has 
been provided for in U. S. dollars by retaining the original dollar 
identity of the dollar debt. The debt is U. S. $1,000. It cannot be 
any more or any less in dollars. 

Again assuming that the business cycle is completed and the 
original P/4,000 plus profit or less loss are reinvested in inven- 
tory to continue in business, the balance sheet would appear as 
follows: 


Balance Sheet 


After Sales with 
No Price Increase 


After Sales with 


a Price Increase 











Commodity Commodity 
Assets: Pesos Units U.S.$ Pesos Units US$ 
Inventory -O- -0- -0- 4,000 250 500 
Liability and Surplus: 
Loan 2,000 250 
Surplus (deficit) (2,000) (250) 4,000 500 
Total -o- -o- 4,000 500 


Importer A reflects the problem of importers with unpaid 
debts in dollars at time of devaluation. An importer in this posi- 
tion must obtain enough local currency from sales to pay for re- 
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placement of merchandise which now costs him 16 pesos per 
unit instead of 8 and also to pay his predevaluation dollar |ia- 
bility at a rate of 8 pesos per dollar instead of 4 pesos per dollar, 
This dollar element is reflected in the profit and loss statement in 
this example as loss on remittance. In this case, P/4,000 of pro- 
ceeds from sales had to be applied to pay this loss. 

The importer who does not raise his selling price but continues 
to sell his products at P/12 per unit exchanges 500 units of com. 
modity for P/6,000 which will not pay his liability to the sup- 
plier. He is forced to borrow P/2,000 to pay his liability and has 
no merchandise to resell. He can continue in business only if he 
gets additional capital and raises prices. A competitor who has 
no dollar liability can keep prices depressed to force this im- 
porter out of business. 

This importer must double his prices to come out whole. He 
would then earn enough in local currency to pay the additional 
cost of P/4,000 necessary to liquidate his dollar debt of U. §, 
$1,000 and also have a profit of P/4,000 to purchase 250 units 
of commodity at the new cost of 16 pesos or U. S. $2.00 per 
unit. He could continue in business on capital provided by the 
selling price increase; however, he would be at the mercy of 
competitors who had no dollar liabilities. Importers with no dol- 
_ liabilities have an advantage over competitors with dollar 

ebts. 


Importer B 
No Dollar Debt to U.S. Supplier 
Balance Sheet 


Before Devaluation 
Pesos 4 = U.S. $1.00 


After Devaluation 
Pesos 8 = U.S. $1.00 





Commodity Commodity 
Assets: Pesos Units U.S.$ Pesos Units US$ 
Inventory 4,000 500 1,000 4,000 500 1,000 
Surplus 4,000 1,000 4,000 1,000 


This case is identical to the balance sheet of Importer A; no 
profit or loss is shown in U. S. dollars on the conversion from 
local currency at this point. Inventory has not changed because 
it is represented by 500 units of commodity which have a U. S. 
dollar value of $1,000 in spite of what happened to the rate of 
exchange. A loss can occur only if the selling price at which 
subsequent sales are made cannot produce enough local currency 
to replace the merchandise sold. 

The tabulations submitted below show what happens to the 
financial condition with the sales at old prices and at increased 
prices. 


Exchange Rate now P/8 to U.S. $1.00 














Old Price P/12 New Price P/24 
Commodity Commodity 
Pesos Units US.$ Pesos Units US$ 
Sold for 6,000 750 12,000 1,500 
Cost 4,000 500 1,000 4,000 500 1,000 
Profit (loss) 2,000 (250) 8,000 500 


Again assuming the completion of the business cycle and the 
reinvestment of the proceeds of sales in inventory to continue in 
business, the financial condition would appear as follows: 


After Sales with 
a Price Increase 


After Sales with 
No Price Increase 











Commodity Commodity 
Assets: Pesos Units US$ Pesos Units USS$ 
Inventory 6,000 375 750 12,000 750 1,500 
Surplus: 
Opening balance 4,000 1,000 4,000 1,000 
Profit (loss) 2,000 (250) 8,000 500 
6,000 750 12,000 1,500 


Importer B portrays the situation of those importers with no 
liability in U. S. dollars but who are still faced with the problem 
of continuing operations without impairing their net worth. If 
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the merchandise is sold without a selling price increase in local 
currency, capital will be lost. If 500 units of commodity were 
sold at the old selling price, the importer would find that he 
ave up his 500 units worth U. S. $1,000 for P/6,000. When he 
tried to replenish his inventory, he could buy only 375 units with 
his currency. In other words he would lose 125 commodity units 
or U. S. $250. This occurs in spite of what appears on his books 
to be a profit of P/2,000 which, if taken at face value, should 
be worth U. S. $250. Judged from the local currency position, 
this importer would appear to have a net worth of U. S. $1,250 
if the U. S. $250 equivalent in local currency profit were added 
to his opening U. S. dollar worth. If this man continues in busi- 
ness with no increase in price, he will gradually lose all his capital 
and be forced out of business. 

The importer who raises his selling price makes a profit in 
dollars that he would have enjoyed had he made his sales before 
devaluation. He would then recover enough in local currency to 
replace his original stock of 500 units of commodity and to in- 
crease it to 750 units all worth U. S. $2.00 each. To arrive at 
this position, the selling price must be doubled. This is a drastic 
increase in price. Whether or not such drastic increase in price 
can be made is a commercial problem which must be solved by an 
appraisal of the market. 


Importer C 
Local Borrowing Before Devaluation to Pay U.S. Dollar Debt 
Balance Sheet 


Before Devaluation 
Pesos 4 = U.S. $1.00 


After Devaluation 
Pesos 8 = U.S. $1.00 

















Commodity Commodity 

Assets: Pesos Units US$ Pesos Units US$ 
Inventory 4,000 500 1,000 4,000 500 1,000 
Liability: 
Loan 4,000 1,000 4,000 500 
Surplus: 
Conversion gain -0- 500 

Total 4,000 1,000 4,000 1,000 


This case is different from Examples A and B in that there is 
a profit of $500 after devaluation in converting the balance sheet 
to U. S. dollars without a corresponding profit in pesos. No peso 
profit or loss is shown through the usual profit and loss accounts. 
This profit was not earned through normal operations; it was 
the result of a change in values due to a change in exchange 
rates. This importer has his 500 units of commodity which are 
worth U. S. $1,000 in spite of an increase or decrease in exchange 
rates. The amount of loan is now equivalent to only U. S. $500 
because he will not be required to put up any more than P/4,000 
to pay it off. The importer who was indebted P/4,000 in the 
form of $1,000 debt in U. S. dollars before devaluation in Ex- 
ample A was forced to put up P/8,000 to pay off his predevalua- 
tion debt after devaluation occurred. The importer in this case 
isin a very favorable position competitively. His post-devaluation 
operations will not be burdened with the additional cost of re- 
mittance of dollars for predevaluation debt. All he is required 
to do to come out whole is to recover enough local currency to 
teplace his merchandise. The profit and loss accounts will appear 
as follows, that is, the same as Importer B. 


Exchange Rate now P/8 to U.S. $1.00 

















Old Price P/12 New Price P/24 
Commodity Commodity 
Pesos Units U.S.$ Pesos Units US$ 
Sold for 6,000 750 = 12,000 1,500 
Cost 4,000 500 1,000 4,000 500 1,000 
Profit (loss) 2,000 (250) 8,000 500 


The balance sheet, after the business cycle is completed, would 
ag as follows after paying off the loan from the proceeds of 
sales: 





After Sales with 
No Price Increase 


After Sales with 


a Price Increase 








Commodity Commodity 
Assets: Pesos Units US$ Pesos Units US$ 
Inventory 2,000 125 250 8,000 500 1,000 
Surplus: 
Opening balance -0- 500 -0- 500 
Profit (loss) 2,000 (250) 8,000 500 
Total 2,000 250 8,000 1,000 


If this importer did not increase selling prices but borrowed 
locally before devaluation to pay his dollar debt, he would be 
able to earn enough local currency to pay off his loan. In addi- 
tion, he would have enough local currency left over to buy 125 
units of commodity to start him off on a new cycle. This im- 
porter will eventually be forced to raise prices because he cannot 
long continue to sell for P/12.00 per unit and purchase for 
P/16.00 per unit. 

If this importer doubled his prices, he would gain enough 
local currency to obtain an equity equivalent to 500 units of com- 
modity or U. S. $1,000. His future sales would permit him to 
earn the equivalent of U. S. $1.00 on each sale or the same 
amount as before devaluation. This importer would then be in 
a most favorable position. However, he would not have to double 
his prices to replace his original inventory. His selling price 
increase could be more moderate. This is an enviable posi- 
tion if prices are under government control and increases in 
prices are delayed for some time after devaluation. The importer 
in this position can continue to operate while awaiting approval 
of a price increase based on increased dollar cost and still keep 
his capital intact. If this importer is well supplied with mer- 
chandise paid for with borrowed funds, he can operate with de- 
pressed prices for a longer period. His competitors would then 
wither away selling at prices which would provide insufficient 
local funds to pay for both the increased cost of merchandise 
and predevaluation dollar debts. 


Conclusion 


The preceding paragraphs demonstrate the relationship of 
selling price levels to post-devaluation operations. Selling price 
increases in most foreign countries cannot be made at the will of 
the importer. Many countries maintain price controls on all com- 
modities and most countries have price controls on some com- 
modities. The existence of price controls is a factor which must 
be considered in planning post devaluation operations. 

The local currency financial position can be planned to reduce 
the impact of devaluation by taking into account risks in any 
particular market. The two basic problems are: 


1. Budgeting and planning a balanced stockpile of inventory 
before devaluation to put the foreign operation in a posi- 
tion to survive any post-devaluation adjustment period. 

2. Introducing local capital to eliminate dollar liabilities be- 
fore devaluation occurs. 


Selection of local participation in capital could take the form 
of outright bank loans, issuance of bonds, or any one of the 
several forms of capital stock. Selection of the form in which 
local capital is to participate will depend on availability and cost. 
An element to consider before selecting a form of capital stock 
is the participation in management that might be required by 
purchasers. 

This paper deals only with devaluation. There is the possi- 
bility of appreciation in values of foreign currencies, which has 
occurred in some instances during recent years. The conclusions 
would be reversed in case an appreciation in value of a currency 
were in prospect. 
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Management Advisory Services 


in the Field of Accounting 


Paul Grady 


The past ten or fifteen years have wit- 
nessed considerable expansion of manage- 
ment advisory services in the field of ac- 
counting. These demands for increased 
professional accounting assistance to busi- 
ness have resulted from many causes in- 
cluding the need to improve control, the 
need to reduce costs, particularly overhead 
clerical costs, and the need for better and 
more timely information required for 
business decisions. The expansion of client 
demands for these services has caused the 
accounting firms to extend specialization 
both in numbers of personnel and in the 
area of services. 

Any discussion which does justice to 


ANAGEMENT ADVISORY SERVICES and 
the examination of financial state- 
ments have a common anchorage which is 
internal control. This may be seen from 
the following excerpt from the special re- 
port issued in 1948 by the Committee on 
Auditing Procedure of the American In- 
stitute of Accountants: 


“Internal control comprises the plan of or- 
ganization and all the coordinate methods 
and measures adopted within a business to 
safeguard its assets, check the accuracy and 
reliability of its accounting data, promote 
operational efficiency, and encourage adher- 
ence to prescribed managerial policies. This 


the importance of these services may re- 
sult in an impression that the accounting 
profession is on the verge of abandoning 
its role as independent auditors and tax 
consultants. Therefore before undertaking 
a description of certain types of manage- 
ment advisory services, I should like to 
make clear that in my judgment the prin- 
cipal function and responsibility of the 
accounting profession will continue to be 
the examination of the financial state- 
ments of business enterprises and render- 
ing opinions on such statements. Manage- 
ment advisory services are probably less 
than ten per cent of the total services 
rendered. THE AUTHOR 


definition possibly is broader than the mean- 
ing sometimes attributed to the term. It rec- 
ognizes that a ‘system’ of internal control 
extends beyond those matters which relate 
directly to the functions of the accounting 
and financial departments. Such a system 
might include budgetary control, standard 
costs, periodic operating reports, statistical 
analyses and the dissemination thereof, a 
training program designed to aid personnel 
in meeting their responsibilities, and an in- 
ternal audit staff to provide additional as- 
surance to management as to the adequacy 
of its outlined procedures, and the extent to 
which they are being effectively carried out. 
It properly comprehends activities in other 





PAUL GRADY, CPA, partner, Price Waterhouse & Co., 
New York, has been chairman of numerous AIA committees 
and is chairman of the Committee on Relations with the SEC. 
In 1948 he served as chairman of the Task Force on Govern- 
ment Lending Agencies for the Hoover Commission and in 
1954 and 1955 for the Second Hoover Commission, large- 
scale management surveys of the executive departments 
and agencies of the Federal Government. This paper was 





presented at the 18th Institute on Accounting held at q 


Ohio State University at Columbus, Ohio, in May 1956. 
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fields as, for example, time and motion 
studies which are of an engineering nature 
and use of quality controls through a sys- 
tem of inspection which fundamentally js 
a production function. 

“What may be said to be the character- 
istics of a satisfactory system of internal 
control? Certainly, they would include: 

A plan of organization which provides ap- 
propriate segregation of functional responsi- 
bilities; 

A system of authorization and record pro- 
cedures, adequate to provide reasonable ac- 
counting control over assets, liabilities, rev- 
enues and expenses; 

Sound practices to be followed in perform- 
ance of duties and functions of each of the 
organizational departments; and 

A degree of quality of personnel commen- 
surate with responsibilities.” 


The report deals with the fact that man- 
agement necessarily has the responsibility 
for devising, installing and supervising 
the system of internal control and that the 
broad design and integration of the system 
demand careful planning. The report also 
points out that: 


“Effective internal control is so pertinent 
to the question of the reliability of financial 
data and so fundamental to a proper dis- 
charge of management’s total responsibility 
as to require that management be prepared 
to demonstrate the steps taken to attain it. 
A chart of accounts testifies to the adequacy 
of a plan of accounts, and a properly pre- 
pared procedures manual provides a stand- 
ard with which the actual procedures in use 
may be compared to detect departures which 
may afford opportunities for irregularities 
whether fraudulently conceived or other- 
wise. Detailed description in a procedures 
manual may be greatly simplified if man- 
agement will develop and utilize a visual 
plan of organization and of the flow of 
transactions. Wholly apart from the day- 
to-day contribution which they make to 
good management, soundly conceived charts 
of accounts, well written and complete 
manuals of accounting policies and proced- 
ures, and organization and flow charts ob- 
viously greatly facilitate the public account: 
ant’s review of internal control and, by 
their orderliness, contribute materially to 
a higher quality of review.” 
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While the primary responsibility for 
establishment and enforcement of internal 
control measures rests with management, 
the degree to which such measures exist 
and are carried out is of great concern to 
the public accountant. One of the gener- 
ally accepted auditing standards is: 


“There is to be a proper study and evalua- 
tion of the existing internal control as a 
basis for reliance thereon and for the de- 
termination of the resultant extent of the 
tests to which auditing procedures are to 


be restricted.” 


The special report of the Committee on 
Auditing Procedure gives general guid- 
ance on the study of the system of internal 
control and states that: 


“The public accountant’s review of the 
system of internal control serves two pur- 
poses; first, it enables him to formulate an 
opinion as to the reliance he may place on 
the system to the end that, by adjusting his 
audit procedures accordingly, he may ex- 
press an opinion as to the fairness of man- 
agement’s financial statements; and, sec- 
ondly, where the review indicates apparent 
weaknesses, recommendations for possible 
corrective measures may be conveyed to 
management. This secondary aspect of his 
review frequently enables the public ac- 
countant to render broader services than 
those generally associated with his capacity 
as an independent reporter to stockholders 
upon management's conduct of stewardship 
responsibilities. His aid to management in 
attaining more efficient operation can and 
should be an equally important function. 


These few excerpts clearly demonstrate 
the bond between auditing and manage- 
ment advisory services. It is such a natural 
and close relationship that the public ac- 
counting profession could not avoid fur- 
nishing these advisory services to its clients 
even if it so desired. The information ob- 
tained in reviewing the effectiveness of 
the organizational plan, division of re- 
sponsibilities, budgetary controls, reports, 
analyses and cost systems of the particular 
client, and of other companies with some- 
what comparable operations, places the 
public accountant in a preferred position 
to render constructive advice and assistance 
in these areas at a minimum of effort, cost 
and inconvenience to the client’s organi- 
zation. 


THE SCIENTIFIC APPROACH 

Recent years have witnessed phenome- 
nal progress in scientific and applied en- 
gineering technology. There has been 
corresponding progress in business man- 
agement of a scientific approach, or per- 
haps more accurately, an artistic approach, 
through recognition of the necessity of 
planning, organization and rationally de- 
signed measuring and control processes 
which we call accounting. 

Perhaps it should be said that one of 
the causes of executive management's 
gteater appreciation of accounting and 
budgetary reports is that the controllers 








POSSIBLE MANAGEMENT ADVISORY SERVICES 


It has never been feasible or desirable to define and 
catalog all possible services rendered by accounting because 
of the variety and changing scope of management require- 
ments. However, it may be of interest to summarize some of 
the principal services included in the broad category. The 
principal areas for management advisory services could be 


listed as: 


Administration: 


Organization Structure 


Budgetary Control 
Management Reporting 
Compensation and Benefit Plans 


Accounting and 


Office Management: Cost Accounting and General Accounting 
Mechanization of Clerical Work 
Application of Electronic Data-Processing 
Equipment 
Clerical Methods and Work Standards 
Forms Control and Records Retention 


Manufacturing: 


Production and Inventory Controls 


Materials Handling 


Internal Methods 
Groups: 


Consultation with Company 


Methods Personnel 


Although any experienced accountant will know a great 
deal about advisory services as here broadly delineated, the 
successful performance of such services requires various 
types of specialization by numerous members of the organ- 
ization, appropriately informed in their areas. 





and public accountants have finally fash- 
ned them into useful tools. Much of the 
improvement has come from recognition 
that what has happened in the past is of 
lesser importance to management than 
what is going to happen in the future un- 
der predicted conditions. In other words, 
accounting has had to become more than 
an historical scorekeeper. 

Another important source of improve- 
ment has been the design of charts of ac- 
counts and of operating and budgetary re- 
ports to synchronize with departmental 
functions and responsibilities as set forth 
in the company’s plan of organization. In 
this way the reporting system will supply 
information as to performance attained in 
comparison with that expected, based on 
predetermined estimates or standards, in 
direct identity with the officials or em- 
ployes having responsibility for a given 
activity. 


WORK SIMPLIFICATION WHERE NEEDED 

A few months ago there was an interest- 
ing article in the London Economist which 
developed a formula called ‘‘Parkinson’s 
Law” demonstrating the normal rate for 
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growth of bureaucracy regardless of work 
load. Such a tendency undoubtedly exists 
in any administrative function whether 
government or business. Capable manage- 
ment knows that counteraction must be 
sought through alert supervision and by 
work simplification. 

The term “work simplification” is used 
in its broadest sense which includes the 
elimination of any unnecessary work and 
the finding of the easiest and most eco- 
nomical way of performing the work that 
is necessary. The initial reaction to work 
simplification by some people is that it is 
a speed-up” program. Quite the contrary, 
it means working more intelligently and 
with less effort by improving procedures, 
forms, routines, machines and working 
space. 

The work simplification procedure nec- 
essarily involves detail studies of the 
methods and procedures employed in the 
performance of the various tasks under 
consideration. This phase of the work is, 
of course, greatly simplified where ade- 
quate and up-to-date procedures manuals 
are available. After the fact-finding is 
completed, the present methods must be 

(Continued on page 390) 
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Pentagon Blacklist 

A House subcommittee has criticized the Pentagon 
methods of handling bids from contractors suspected of 
fraudulent practices. One rule allows the Government to 
suspend bidders suspected of fraud while another provides 
the bidder shall not be told he is under suspicion or has been 
suspended. 


Aid to Small Business 

In a recent period of two-and-one-half weeks the Small 
Business Administration approved 300 loans totaling $10,- 
ooo. In the first five months of 1956 SBA has approved 25 
per cent more loans than in the last six months of 1955. At 
present, the lending activity almost approximates the average 
annual business lending rate of the old RFC during its 20- 
year tenure, although the RFC made larger individual loans. 


Corporate Distribution of Property 

When a corporation distributes securities of another com- 
pany the amount of the distribution taxable as dividends at 
ordinary income rates should be limited to no more than the 
earnings of the corporation and the rest is represented as a 
return of capital. This is the sense of an amendment Congress 
has enacted to the 1939 Tax Code which makes the point in 
question comply with the rule under the 1954 Code. 


State Taxes 
Ten of the 31 states which levy a personal income tax 
withhold payments from employes’ wages. 


Watch That Postmark 

A contribution by check for a charitable organization 
mailed on December 31 of one year and cashed on January 4 
of the next is deductible in the year it was mailed, a District 
Court ruled. The Court said the post office was acting as the 
agent of both the donor and donee, thus the date of mailing 
became the date of payment for income tax purposes. 


The Size of “Small Business” 

SBA is working up looser rules to define firms small 
enough to qualify for special government contracts. SBA 
will count assets and sales as well as the number of employes. 
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The Balanced Budget 


Three Senators have lined up against the Treasury Depart- 
ment in favor of a proposed Constitutional amendment that 
would, in effect, declare a balanced federal budget every 
year. The proposed amendment would direct the President to 
submit a balanced budget to Congress and require that 
Congress stay in session until it has produced such a budget. 
If the lawmakers increase federal spending beyond estimated 
revenues under the proposal, Congress could not adjourn 
until it raised taxes accordingly. The balanced budget te- 
quirement could be waived in times of war or other emer- 
gency if the President so recommended and three-fourths 
of each house of Congress approved. 


The Economic Report 

The President has signed into law the bill to require that 
the Annual Economic Report to Congress be made by Janu- 
ary 20 of each year. 


AEC Policy on Clearance Fees 

A revision of charges made to industry for security clear- 
ances is made by the AEC to eliminate some of the difficulties 
encountered. The revision provides for processing 25 clear- 
ance requests without charge for any one access permit holder 
for any combination of confidential or secret clearances. 
Beyond the 25, AEC will charge for a clearance for a particu- 
lar individual only once under each investigation performed. 


The Merger Rate 

In 1955 there were 846 business mergers, the highest in 
the five years the FTC has been keeping track of amalga- 
mations. The FTC noted that the trend has been toward 
more mergers of relatively larger concerns. Totals for the 
previous years, compiled by FTC, show 617 mergers in 1954, 


793 in 1953, 822 in 1952, and 703 in 1951. 


Variable Annuity Policies 

The SEC has asked that the District Courts bar the sale of 
variable annuity life insurance policies. The SEC claims that 
the insurance policies are, in effect, securities. 


Aids to Small Business to Be Studied 

A seven-member committee, headed by Arthur F. Burns, 
chairman of the Council of Economic Advisors, has been ap- 
pointed by the President to study the problems of small busi- 
ness and to recommend ways to ‘‘strengthen the economic 
position of small businesses and to foster their sound de- 
velopment.” 


Collection Agents Beware 
The FTC has said that it agrees that people who owe 
money should pay, but that the use of deception to get pay- 
ments is unlawful. The ruling arose from the case in which 
a sales agency used “‘skip-tracing’’ forms which create the 
impression that information is requested by the Government 
in connection with consumer surveys. 
—BEN JAMIN R. MAKELA 
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APPLYING RECORDAK MICROFILMING TO ACCOUNTING ROUTINES 





Easy to keep track of 550,000 Lions 


with Recordak Microfilming 


At Lions International Headquarters, Chicago, com- 
plete facts about 12,525 Lions Clubs in 75 countries are 
on Recordak Microfilm—ready for immediate reference 


in Recordak Film Readers. 


Hours are saved daily in answering Club inquiries 
about memberships, anniversaries, and Lions Club ac- 
tivities the world over. Consider just the latter .. . 
picture the bottleneck if paper records had 
to be searched: in a single year Lions 
Clubs successfully completed 170,230 
separate activities boosting community 
betterment, sight conservation and a 
host of other worthy causes. 

But Headquarters—with the aid 
of Recordak Microfilming—has the 
. whole story at its finger tips... 
can forward facts and figures 
promptly, which leads to 
unified, progressive action. 


**Recordak” is a trademark 


SRECORDERK 


(Subsidiary of Eastman Kodak Company) 
originator of modern microfilming— 
and its application to accounting routines 





Recordak Microfilming also saves 
$15,600 per year in filing space. An 
estimated 3,900 sq. ft. was saved in 
Lions International’s new headquarters 
by putting the Lions history on 
Recordak Microfilm. And this action, too, protects vital 
records as never before against misfiling and other losses. 





Only another example, this, of the way Recordak 
Microfilming is cutting costs for more than 100 different 
types of business, thousands of concerns. 

A valuable free booklet, ‘‘Short Cuts That Save Mil- 
lions,” shows how it can trim your costs, too—let you 
take up to 80 pictures for 1¢; do away with manual 
record keeping on job after job. 


-———- MAIL COUPON TODAY —————— 


RECORDAK CORPORATION 
(Subsidiary of Eastman Kodak Company) 
415 Madison Avenue, New York 17, N.Y. 





Gentlemen: 
Please send free copy of “Short Cuts That Save Millions.” 
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Incentive Compensation and Tax Savings 


Excerpts from an address by Philip Bardes, 
partner in the accounting firm of Lybrand, Ross 
Brothers, & Montgomery, delivered on February 
25 at the third annual Dean’s Day Homecoming 
Conference of New York University's Graduate 
School of Business Administration. 


HE NEEDS of corporate enterprise to at- 

tract and retain the services of high 
caliber executive personnel in a period of 
economic expansion have resulted in wide 
interest in plans which combine incentive 
features with the possibility of tax sav- 
ings. It is obvious that straight compensa- 
tion increases would be largely nullified 
in most cases by high tax rates. Alterna- 
tives must be sought for which more fav- 
orable treatment is provided under the 
tax laws. 

Employes’ profit-sharing plans offer 
unique opportunities for combining in- 
centive features with tax savings. The tax 
advantages of a qualified profit-sharing 
plan are: 


1. Amounts contributed by an employer 
to provide future benefits for employes are 
deductible currently. 

2. No income tax is imposed on the 
employe until the benefits are actually re- 
ceived by him. 

3. The profit-sharing trust is exempt 
from tax on its income. This, of course, 
results in a much faster accumulation of 
funds. 

4. A distribution by the trust of the full 
amount of an employe’s share within one 
taxable year, on account of an employe’s 
retirement or other separation from serv- 


ice, or on account of his death, is taxable 
to the recipient at the favorable capital 
gains rates. Any amounts contributed by 
the employe are, of course, recovered tax 
free. 

5. Where such distribution includes se- 
curities of the employer corporation (or 
its parent or subsidiary) which have ap- 
preciated in value while held by the trust, 
no income tax is imposed upon the dis- 
tributee with respect to such unrealized 
appreciation when he receives the stock. 
Only upon the ultimate sale of the stock 
by the distributee is a capital gains tax im- 
posed on the appreciation in value of the 
stock. If the employe retains the stock un- 
til his death, the shares will take a basis of 
fair market value at the date of death, 
and the unrealized appreciation will never 
be subjected to income tax. 

6. The amount of an employe’s share 
of the profit-sharing fund (resulting from 
employer contributions) payable upon 
death to the employe’s beneficiary is ex- 
cluded from the deceased individual’s 
gross estate for estate tax purposes. 


While there are broad requirements ap- 
plicable in the case of a qualified plan 
prohibiting discrimination in favor of the 
executive group, a plan is not considered 
discriminatory merely because it is limited 
to salaried personnel or because employes 
covered by collective bargaining agree- 
ments are excluded from participation. 
Likewise, employes whose annual com- 
pensation is $4,200 or less may be ex- 
cluded or receive reduced benefits under 
rules relating to the integration of com- 
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pany plans with Social Security benefits, 

It has been widely recognized that one 
of the best incentive devices for corporate 
executives is the personal stake in the fu- 
ture of the enterprise provided through 
ownership of a substantial stock interest 
in the company. Congress has specifically 
provided favorable tax treatment for stock 
options quaiifying as “restricted stock op- 
tions” under section 421 of the Internal 
Revenue Code. 

One of the conditions that must be met 
for an option to qualify is that the option 
price must be at least 85 per cent of the 
fair market value of the stock at the time 
the option is granted. In recent years, 
however, most options have been granted 
at 95 per cent of market value to avoid 
any ordinary income tax upon the execu- 
tive. In the case of a 95 per cent option, 
the essential effect of the restricted stock 
option provisions is that no taxable in- 
come is recognized to the individual upon 
receipt of the option, nor upon acquisi- 
tion of the stock through exercise of the 
option, regardless of the differential be- 
tween the fair market value of the stock 
and the price paid for it at the time the 
option is exercised. 

If the employe does not dispose of the 
option stock for a period of two years 
from the date of the grant of the option 
nor for six months after he acquires the 
stock, any gain on disposition of the stock 
is long-term capital gain, taxable at a 
maximum rate of 25 per cent on the dif- 
ference between the cost of the stock to 
the employe under the option and the sales 
price. No deduction is allowed the em- 
ployer corporation with respect to the 
transaction. 

Many companies have entered into 
agreements with key employes under 
which the executive receives a certain an- 
nual salary until he retires, at which time 
he will receive a lesser amount for a pe- 
riod of years or for life. The principal tax 
advantage of such a deferred compensa- 
tion arrangement is that it permits the 
high-salaried executive to obtain compen- 
sation at a time when he will not be sub- 
ject to the high surtaxes currently imposed 
upon individual income. In most cases the 
executive will be in a considerably lower 
tax bracket upon retirement. Since such 
plans usually require the employe to “earn 
out’’ his deferred compensation by remain- 
ing with the company until he reaches re- 
tirement age, an incentive feature is pfo- 
vided. 

One of the most interesting develop- 
ments in this field has been the emergence 
of plans providing for the distribution to 
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THE NATIONAL BOARD OF DIRECTORS OF CONTROLLERS INSTITUTE were 
photographed at a luncheon break at the June 15 meeting in Pittsburgh, Pa. 
Also in attendance at the meeting were several presidents of local Controls, na- 
tional committee chairmen and incoming national directors. In Row 1, Institute 


President Robert N. Wallis is seated seventh from the left; in Row 2, Board 
Chairman C. R. Fay is sixth from the left, while President-elect Dudley E. Browne 
is on the extreme right; in Row 3, J. McCall Hughes, president of Controller- 
ship Foundation, research arm of Controllers Institute, is third from left. 





executives, on a deferred basis, of shares 
of the company’s stock. The plan of one 
large industrial corporation for a group of 
its executives is noteworthy in this respect. 
Each year a certain sum, based on earnings 
of the company, is set aside by the com- 
pany for the benefit of the participating 
executives. Each executive has a share in 
the fund. The amount allocated to the 
fund each year is used to purchase com- 
mon stock of the company on the open 
market. This stock is held by the com- 
pany in its treasury, earmarked for the 
benefit of the executive group. 

The stock is held by the company for 
the benefit of each individual until he re- 
tires. The company then commences to 
distribute, in 10 or 15 annual installments, 
the shares of stock held for the employe’s 
account. He receives, in addition, either in 
cash or stock as he prefers, a “dividend 
equivalent” based on the amount of divi- 
dends which would have been paid on his 
stock if it had been outstanding for the 
period it was held in the company’s treas- 
ury. 

This plan has virtually all the advan- 
tages of the standard deferred compensa- 
tion arrangement, under which the distri- 
butions would be made in cash, plus some 
additional ones. First, it has a double-bar- 
teled incentive effect. The amount allo- 
cated to the fund each year is originally 
based on profits; the more going into the 
fund each year, the more each participant 
benefits in the first instance. Then each ex- 
ecutive will benefit directly from the rise 
in value of the company’s stock which pre- 
sumably will result from increased earn- 
ings in subsequent years. He will also ben- 
efit, through the “dividend equivalent” 
Provision of the plan, from any increase in 


dividends paid by the company. 


Guaranteed Wage Patterns Forming 


Patterns for guaranteed wage or lay-off- 
pay plans are developing under labor 
contracts signed during the past year, says 
Commerce Clearing House. Plans for lay- 
off pay financed by employers to supple- 
ment state unemployment benefits so far 
adopted, while not identical, are based on 
the same general philosophy and include 
closely related provisions. Principal com- 
mon feature of the adopted plans is five 
cents per hour worked to be paid by the 
employer into the lay-off-pay fund, CCH 
points out. 

United Auto Workers’ lay-off-benefit 
plans concluded with Ford and General 
Motors last year set up a pattern which 
promises to be considered in negotiations 
this year. Coming up is the Steel Workers’ 
contract with basic steel industry. The 
Steel Workers’ Union won its first lay-off- 
pay plans last year through agreements 
concluded with American Can and Con- 
tinental Can. 

Plans accepted by both the auto and 
steel unions are funded by contributions 
of no more than five cents per hour 
worked. In the auto industry, this amount 
is to be used to pay benefits for 26 weeks 
to a large proportion of the workers— 
those with one year's seniority. In the can 
industry, benefits are to be paid for 52 
weeks to those with three years’ seniority. 

These and other pay plans are analyzed 
in a new book, “Guaranteed Wage and 
Supplementary Unemployment Pay Plans,” 
published by Commerce Clearing House. 





In it, S. Herbert Unterberger, economist 
and consultant on labor and industrial re- 
lations, reviews the background, negoti- 
ations and future of this new industrial 
development. 

Instituting a guaranteed wage plan is 
no simple matter, Mr. Unterberger points 
out in the CCH book. To do it properly 
and safely requires a great deal of advance 
analysis, planning and cost estimating. 
Among the benefits and restrictions listed 
in the CCH book, as found in recently 
adopted plans, are these: 

1. Payments on top of unemployment 
compensation, up to a total maximum 
limit, with no payments during the first 
week of unemployment. 

2. Benefits to total 60 to 65 per cent 
of previous take-home earnings. 

3. Qualification rules for lay-off pay to 
be the same as the requirements for un- 
employment compensation benefits under 
the laws of the state in which the worker 
is employed. 

4. Responsibility for administration up 
to the employer, with the right to appeal to 
higher impartial authority. 

5. Recently adopted plans also provide 
that benefits decrease in amount and du- 
ration as funds fall below stipulated 
amounts. Benefits stop before funds are 
exhausted. 

6. A limit of $25 a week supplementary 
pay in addition to state unemployment 
benefits is a common stipulation. 
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Industry and Manpower Management 


f psec in basic industrial relations 
research between industry and nonin- 
dustry groups should reap “rich rewards” 
in improved management of manpower, 
according to an article appearing in the 
January 1956 issue of Personnel, bi- 
monthly journal published by the Amer- 
ican Management Association. 

A recent Minnesota survey of industrial 
relations policies and practices in 345 
American manufacturing firms showed, 
the article reports, that while 57% of the 
firms covered in the survey have industrial 
relations departments, only 18% carry 
on research. “Basic research in this field 
today appears to be the responsibility of 
nonindustry groups, such as universities 
and colleges. . . . If this is true, man- 
agement must make the necessary informa- 
tion available to these research groups.” 
The survey results provide an approxi- 
mation of the degree to which industry 
uses various tools of manpower. High- 
lights of the findings include: 

Communications—A third or fewer of 
the firms in the sample have some form 
of formal employe communications pro- 
gram. Most common is an employe hand- 
book, prepared by about a third of the 
companies. Slightly less than a third dis- 
tribute policy manuals to supervisors 
and/or foremen. 29% has suggestion sys- 
tems, in which the average award for an 
accepted suggestion is $25. One quarter 
has employe newspapers or house maga- 
zines, usually published monthly or bi- 
monthly. Attitude surveys are being con- 
ducted among production employes by 
14% of the firms. 


Employment—Applications at the gate 
are the most common source of new pro- 
duction employes. Other sources, in order 
of frequency, are friends and relatives, 
public employment agencies, newspaper 
advertisements, private employment agen- 
cies, and applications by mail. 

Attempts to stabilize employment are 
reported by 94% of the respondents. 
Methods found most effective are, in or- 
der of popularity, manufacturer's stock 
during ae seasons ; training employes in 
several jobs so that they may be trans- 
ferred as required; deferring maintenance 
and repairs; maintaining a central em- 
ployment agency to avoid simultaneous 
hiring and layoff; introducing new mod- 
els; and new packaging during off seasons. 

69% of the plants report 20-21 work 
days a month, and 61% have a 40-hour- 
average work week, though the range is 
from 28 to 55 hours. In 59% of the firms, 
all employes are reportedly working full 
time. Over the last five years there has 
been no change in the average hourly 
work week of 58% of the firms, while 
30% reported decrease in this period. 

Labor Relations—Approximately two 
thirds of the firms have union agreements 
covering 50% or more of the rank-and- 
file production workers; 5% have agree- 
ments covering less than half their pro- 
duction workers; 27% are not organized. 
About two thirds of the firms have a 
union shop; about one fourth has main- 
tenance of membership provisions; and 
one tenth has open shops. 

Benefits—Hospitalization plans are 
found in 95% of the firms and are con- 
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tributory in 54% of the cases. Almost as 
common are accident and sickness benefit 
plans (88%), about half of them con. 
tributory, and death benefit plans (87%), 
again about half contributory. 46% have 
pension plans, of which less than one 
third are contributory. 

93% of the firms have paid holidays 
for hourly production workers. Nine out 
of ten give between five and eight paid 
holidays each year; there are six holidays 
a year in about 60% of the companies. In 
the 95% of the firms, one week’s paid 
vacation is granted after one year’s service. 
50% grant two weeks’ vacation after five 
years’ service and 20% after three years’ 
service. Some 60% have three-week vaca- 
tion plans, and 94% of them after fifteen 
years’ service. 

The survey results are based on a 28% 
response from a sample of 1,245 firms, 
All classifications of manufacture are rep- 
resented, and the ‘principal categories, in 
order of frequency, are machinery; fabri- 
cated metal products; electrical machin- 
ery, equipment and supplies; and food 
and related products. 75% of the firms 
are one-plant concerns; 10% have four 
or more plants. 42% have 200 or fewer 
employes, while 12% have 2,000 or more. 


Consumer Credit Analyzed 


In a survey of sales-finance companies, 
Standard Factors Corporation finds that 
most finance executives endorse President 
Eisenhower's recommendation for a fed- 
eral study of consumer credit, although 
they see no necessity for any controls now. 
The survey covers 38 sales-finance com- 
panies which buy consumer instalment 
contracts from retailers. In 1955, these 38 
companies financed a volume of $5.2 bil- 
lion in consumer instalment paper. 

The record-high consumer instalment 
debt was found to be caused not by easier 
credit terms, but by five major causes: 


1. The growth of the middle class 
which uses credit-buying more than any 
other group. 

2. The trend towards suburban living 
and use of cars. : 

3. The substitution of electric appli- 
ances for part-time maid service in the 
home. 

4. The growth of hospitalization, un- 
employment insurance and pension protec: 
tion enabling wage-earners to spend more 
for current living. 

5. The dynamic character of the Amet- 
can economy which emphasizes “new 
models are better.” 
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Slash Tax Return 
Paperwork with 
Government-Approved 
Copyflex Method! 


Simply fill in the govern- 
ment-approved translucent 
tax form with pen, pencil, 
or typewriter; produce 
sharp, clear, exact Copy- 
flex copies in seconds. Any 
of your Copyflex copies is 
acceptable for filing with 
the government. You elimi- 
nate time, cost, and errors 
of manual copying. 


Revolutionary Copyflex One-Writing Method Eliminates 


Manual Copying Bottleneck in All Types of Accounting Operations! 


All over America, leading accounting firms and departments are saving 
hundreds of hours and thousands of dollars annually by using modern 
Copyflex copying machines to speed and simplify accounting paper- 
work. You surely can too! 

With Copyflex, you write or type original information only once on 
inexpensive translucent paper. You make sharp, exact, black-and-white 
copies in seconds. Letter-size copies cost less than a penny each for 
materials. You prepare any series of cumulative, comparative, or repeti- 
tive types of reports without once rewriting or retyping original infor- 
mation. You produce distribution copies in seconds. You completely 
eliminate statistical typing, proofreading, needless transcription of the 
same data from one form to another, and the chance of human error 
in copying work. 

Consider how extensively these factors enter into your day-to-day 
operations, and you will appreciate how impressive your savings in 
time and costs will be when you eliminate manual copying work with 
Copyflex. 

Copyflex machines are quiet, clean, odorless . . . require only an 
electrical connection . . . can be operated by anyone. Models are avail- 
able to copy originals up to 46 inches wide. Mail the coupon today for 
detailed information on how Copyflex can save you many hundreds of 
dollars in major accounting operations. 
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ADMINISTRATING A CONVERSION TO ELECTRONIC 
ACCOUNTING: 


A Case Study* 
By Harold Farlow Craig 


Reviewed by HERBERT F. KLINGMAN 
Research Director 

Controllership Foundation, Inc. 

New York 


NOTE: This review first appeared in the 
May 1956 issue of Advanced 
Management and is reprinted in 
our magazine with their kind per- 
mission. 


To quote the author of this most inter- 
stig tock." . . this study is concerned 
with the administrative aspects of the in- 
stallation and operation of mechanized 
systems of accounting and recording...” 
in the Commercial Department of a large 
mutual life insurance company. This is a 
succinct and accurate general description 
of the content of the book. 

In the more specific sense, this is a study 
of particular administrative problems con- 
nected with introducing significant 
changes in procedures, the resulting effect 
upon the people who work in the area in 
which the change is introduced and how 
these problems were successfully resolved 
by the management of the Commercial 
Department. Attention is focused primar- 
ily on the behavior of the group of middle 
management people directly responsible 
for administration (7.e., management) of 
the technical changes. It also provides 
brief, pertinent descriptions of behavior at 
top management, supervisory and clerical 
levels of the organization. The study con- 
cludes with analytical observations and a 
generalized statement of recommendations 
and conclusions. 


* Published by Division of Research, Gradu- 
ate School of Business Administration, Harvard 
University, Boston 63, Mass. $2.50. 





THE CONTROUER.............- 


In a summary paragraph, Professor 
Craig says: “The pattern of evidence 
showed that a very effective job of ad- 
ministration had been and was being done 
by the management of the Commercial 
Department . . . The administration of 
this installation of punched card machin- 
ery was successful in a number of ways. 
First, it had increased the capacity of the 
organization to perform its 8s ef- 
fectively. Secondly, it had lowered the cost 
of performance of those functions. 
Thirdly, the personnel of the department 
had developed a feedback of enthusiasm 
which had brought forth the latent talent 
of individuals and had strengthened the 
capacity of the organization to develop 
and implement new and better ways of 
performing its functions.” 

Happily, the research methods used to 
develop the factual, clinically descriptive 
details which make up most of this report 
are well described. The data presented are 
direct evidence of the competence and skill 
with which Professor Craig employed 
these techniques during the 13 months 
(October 1952 to December 1953) spent 
in the insurance organization whose ex- 
perience is reported. 

Those not familiar with typical case 
study organization and presentation of 
material may find it advisable to read this 
book in the following sequence of parts: 


Introduction 

Part III, Observations and Conclusions 

Part I, The Commercial Department 
Before and After Conversion 

Part II, Administrative Behavior Dur- 
ing Conversion 


Such a procedure may well optimize the 
yield from reading this excellent case 
study. 
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BUDGETING FOR PROFIT# 
By William E. Thomas 


Businesses, like families, stand to gain 
by adopting a well-planned budget, a Uni- 
versity of Illinois publication says. In 
small businesses, budget preparation and 
planning may be in the hands of one per- 
son—the owner, manager, or bookkeeper 
—but the principles of budgeting are the 
same regardless of the size of the concern, 
In larger companies, each person with 
responsibility should have his own budget, 
which is co-ordinated and related to all 
other budgets in the company. 

Just as important as getting the budget 
into operation is the follow-up, the evalu- 
ation through budget reports. Through 
these the company can readily determine 
where money can be saved, where per- 
formance is out of line with predeter- 
mined plans. In this way, no time is 
wasted by management in non-necessary 
review for study of satisfactorily operat- 
ing departments. At the same time, de- 
partments doing better than anticipated 
can receive recognition. Sections of the 
bulletin cover the uses of the budget, 
preparation required, changing the budget 
to meet changing conditions, budgeting 
procedure and reporting. 


* Published by the Bureau of Business Man- 
agement, University of Illinois, Urbana, Illinois. 
$1.00. 


COST REDUCTION* 


Practical steps for doubling the nation’s 
standard of living within one generation 
are contained in a report published by the 
Institute of Cost and Works Accountants 
(London). The report states that, not- 
withstanding the apparent awareness of 
the need for increased productivity, there 
is as yet little evidence of organized efforts 
to reduce costs. Cost reduction is defined 
as ‘‘the achievement of real and permanent 
reductions in the unit costs of goods man- 
ufactured or services rendered without im- 
pairing their suitability for the use in- 
tended.”” These are brought about by the 
elimination of waste of manpower, mate- 
rials, and facilities. 

The report adds: “Probably the great- 
est scope for cost reduction throughout 
industry lies in the field of product design. 
Cost at all other stages in the life of a 
product may be considerably influenced by 
decisions taken at this point. The design 
function, therefore, Pie an extremely 
important area for cost-reduction action 
before tools and fixtures are ordered, ma- 
terial purchased, and orders released for 
manufacture.” 


* Published by Sidney-Barton Limited, Field 
House, 15-25 Breams Buildings, London, E.C. 
#4. Six shillings. 
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GUIDE TO ELEMENTARY 
STATISTICAL FORMULAS* 


By Robert E. Johnson and 
Doris M. Morris 


Many of the commonly used statistical 
formulas are now available in easy refer- 
ence form in this guide. Eliminating the- 
ory entirely, the book lists the formula and 
its meaning, defines the various terms ap- 
pearing in the equation, then shows how 
to apply the formula by means of a numer- 
ical example. Among the topics covered 
are: ratios, compound interests, exponents, 
permutations and combinations, measures 
of averages, variation, measures of skew- 
ness, the normal curve, correlation, long- 
term growth, seasonal variations, and 
analysis and projection. 





* Published by McGraw-Hill Book Company, 
Inc., 330 W. 42 St., New York 36, N. Y. $3.00. 


PRICE LEVEL CHANGES AND 
FINANCIAL STATEMENTS: 
CASE STUDIES FOR 
COMPANIES* 


By Ralph C. Jones 


An analysis of the actual records of four 
companies—one public utility and three 
manufacturing companies—to show the 
accounting effects of the changing value 
of the dollar. The companies studied are 
Armstrong Cork Company, New York 
Telephone Company, the Reece Corpora- 
tion, and Sargent & Company. 





*Published by the American Accounting As- 
sociation, Ohio State University, Columbus, 
Ohio. $3.00. 


PRICE-LEVEL CHANGES AND 
FINANCIAL STATEMENTS: 
BASIC CONCEPTS AND 
METHODS* 


By Perry Mason 


This study is intended to provide an ex- 
planation of the problem and of the tech- 
nique which has been used in making 
price-level adjustments. The major portion 
of the study is a demonstration of the 
essentials of the technique of applying a 
general price-level index to accounting 
data so that financial statements can be 
stated in terms of a uniform or constant- 
value unit of measurement. This study is 
4 companion piece to the four case studies 
also published by the American Account- 
ing Association and reviewed above. 





* Published by the American Accounting As- 
Sociation, Ohio State University, Columbus, 
Ohio. 50 cents. 


(Both studies listed above are available 
at a combined price of $3.25.) 
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PLANNING FOR PROFITS 


How many of your staff men have at their fingertips the only 
complete annotated sources to literature on every phase of man- 
agement planning and control? If your staff men have any re- 
sponsibility for profit planning they should have these studies: 





GUIDE: SUPPLEMENT NO. 1......... 


The 1956 Supplement to the base 
book*, “Management Planning and 
Control: An Annotated Bibliogra- 
phy,” which has gained international 
recognition as the authoritative de- 
scriptive guide to material on plan- 
ning and control, contains concise 
and informative descriptions of sig- 
nificant material published in 1955 
under the same headings as in the 
BNE TONES 35) ince aoe ceed Se 


MANAGEMENT PLANNING AND CONTROL } 





NEW FEATURES IN THE SUPPLEMENT 


1. A detailed topical index to annotated material in the supplement. 
2. A separate index to items listed in the base book. 


132 pages $4.00 


($3.00 to members of Controllers Institute) 


*MANAGEMENT PLANNING AND CONTROL: 
An Annotated Bibliography 


A complete listing of literature on planning and control, methods of im- 
plementation, pitfalls to be avoided, and case histories published up to 
the end of 1954. This base book, exhaustive in coverage and complete in 
annotation, will lead the executive directly to the material he needs and 
save hours of time-consuming search. More than 700 entries under seven 
major topical classes. All entries are also classified by type of publication 
(magazines, pamphlets, books, etc.). Each entry is coded and cross-indexed. 


178 pages $6.50 


($5.00 to members of Controllers Institute) 


PLANNING, MANAGING AND MEASURING THE BUSINESS: 


A Case Study of Management Planning and Control 
at General Electric Company 


A second printing has been necessary because of the heavy demand from 
executives in large and small corporations who want to know: 
How planning and control can be applied to an operating unit with 
$10 million gross sales. 
How group planning and control operations utilize special staff skills 
and consulting services of the company. 
How a Product Group’s planning and control is integrated with that 
of other business components of the corporate entity. 
How General Electric looks ahead on planning itself, experimenting 
with measuring performance and appraising new techniques like 
operations research. 


62 pages $2.00 


($1.50 to members of Controllers Institute) 


CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


TWO PARK AVENUE - NEW YORK 16, N. Y. 
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Wider Stock Ownership Urged 


MERICAN BUSINESS today needs mil- 
A lions of dollars for future expansion, 
but New York Stock Exchange member 
firms are so busy serving active customers 
in a prosperous period that only a hand- 
ful of firms can find time to bring in the 
new investor and his capital. This paradox 
is a finding of a report, ‘Broadening the 
Base of Stock Ownership,” by the Dart- 
mouth Economic Research Council, an or- 
ganization jointly sponsored by Dartmouth 
College’s Amos Tuck School of Business 
Administration and the Committee for 
Economic Development. The report also 
criticized the Exchange’s own ‘Monthly 
Investment Plan’ as not the best solution 
to a problem that will grow more acute 
each year. Under MIP blocks of stock may 
be purchased through regular monthly 
payments of fixed amounts. 

The report represents a year of work 
by 30 Wall Street executives, investment 
counsellors, officers of commercial banks 
and other business executives. The report 
said: 

“Outlets for personal savings other 
than investment in common stock... 
have grown more rapidly over a long 
term of years as a medium for the place- 
ment of personal savings than has invest- 
ment in common stock. For example, the 
market value of all shares listed on the 
New York Stock Exchange increased 157 
per cent from the 1937-1941 average to 
1952 while the combined flow of funds 





Book Value 


or 


Sound Value? 


ARE YOU 
® Buying or selling complete physi- 
cal plant assets? 
® Compiling an up-to-date plant 
ledger for tax purposes? 
© Determining fair market value? 


* * * * 


An engineers’ appraisal covering 
all buildings, machinery and other 
plant facilities set up by accounts, 
may be the answer to your problem. 


Your inquiry is solicited 


LOCKWOOD GREENE 
ENGINEERS, INC. 


41 East 42nd Street, New York 17 
Boston 9, Mass. ® Spartanburg, S. C. 











380 


into fixed dollar savings increased 243 
per cent during the same period. This is 
further reflected by the negligible change 
in the number of shareholders over that 
period.” 

The report endorsed promotion of di- 
rect ownership of common stocks by large 
numbers of persons in upper-income 
groups and pointed out that one reason 
why this market has not been tapped is 
that these persons do not now own stocks 
because they know little about them. It 
also said that middle- and lower-income 
groups are not a good market from 
the standpoint both of supplying large 
amounts of funds for American business 
and of wisely investing individual savings. 

While the report took into account the 
fact that MIP has been in operation so 
short a time that its “realistic evaluation 

. is hindered,” it also said, ‘‘a new 
market is not being reached as indicated 
by the fact that seven out of 10 current 
MIP subscribers owned stock _previ- 
ously.” 

In a survey of Stock Exchange firms 
themselves, the report noted that only 
half of the respondents felt MIP was prov- 
ing an effective means of broadening 
shareownership. A third of the firms said 
it was not, and the remainder were not 
sure it was a desirable method. 

Half of the Stock Exchange members 
feels, the report said, that their own plan 
is not profitable, while a quarter feels it 
is profitable, in part because it brought in 


other business. The report also said, “It 
was uniformly reported that the dollar 
aggregate of plans did not represent a 
substantial or significant proportion of 
the total volume of business done by the 
firms answering the questionnaire. 

“While the majority of stocks are in 
leading companies,” the report said of 
MIP, “the small investor is assuming a 
large risk if he invests in one issue only.” 

Present “regular payment plans” for 
increasing stockownership are not meet- 
ing the need for bringing ‘‘new investors” 
and their capital into the development of 
American business, the report: said, and 
the principal reason for this is “lack of 
knowledge about stocks and investments 
among the general public.” 

The Stock Exchange is so busy with 
present customers that member firms can- 
not sell the general public, particularly 
middle-income groups, on the benefits of 
direct stockownership, mutual funds, 
shares of closed-end investment trusts and 
other methods by which the investor can 
own a part of capitalist America. 

While the report said that all these, 
including employe stockownership plans, 
are valuable methods, it added, “Any pro- 
grams for actively promoting shareowner- 
ship need to be accompanied by intensive 
educational efforts stressing the long-term 
advantages of stockownership and _pre- 
senting a balanced view of the meaning, 
the reward, and the risks of sharehold- 


” 


ing. 


Individual Savings Needed to Finance Economic Growth in U. S. 


Financial institutions should encourage 
over-all individual savings of about eight 
per cent of income after taxes in order to 
supply essential capital for economic ex- 
pansion, David Rockefeller, executive vice 
president of the Chase Manhattan Bank, 
told members of the Economic Club of 
Detroit. 

Mr. Rockefeller expressed confidence 
in the outlook for achieving that objective, 
because historically the record of popular 
savings has averaged about eight per cent 
a year in normal times. Last year, how- 
ever, the American people saved only 
about six per cent of their income, he said. 

Pointing to the $36 billion total of con- 
sumer debt outstanding, the speaker ex- 
pressed the view that ‘‘a gradual further 
increase is inevitable if Americans are to 
attain a steadily higher standard of living. 
Our problem with such debt is not one of 
holding the total to some preconceived 
level; rather, it is to be certain that sound 
principles are followed in its expansion. 
The practices adopted by some lenders in 
1955 might not meet this test. As yet, the 
volume of questionable credit does not ap- 


pear great; but all institutions have a spe- 
cial obligation to watch the situation care- 
fully.” 

All types of financial institutions, in- 
cluding life insurance companies and sav- 
ings and loan associations as well as com- 
mercial and savings banks, now hold total 
assets of some $600 billion, compared 
with less than $20 billion in 1900, Mr. 
Rockefeller stated. 

Looking ahead ten years to the year 
1965, Mr. Rockefeller estimated that the 
gross national product may amount to 
$535 billion, based on today’s price level, 
compared with $400 billion in 1955. An 
estimated $35 billion of new funds plus 
retained earnings would probably be 
needed for capital investment in 1965 to 
support full employment and continued 
growth, he said. These funds must come 
predominantly from the savings of indi- 
viduals plus the creation of new money 
through the banking system. 

Bank deposits during the next decade 
might be expected to expand from $187 
billion now to around $250 billion in 
1965. 
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Committee Announced for Con- 


trollers National Conference 

Gerald L. 
Phillippe, comp- 
troller, General 
Electric Com- 
pany, New 
York, will serve 
as general chair- 
man for the 
1956 Annual 
National Con- 
ference of Con- 
trollers Institute 
of America to 
be held in New York, September 30-Octo- 
ber 3, 1956 at the Waldorf-Astoria Hotel. 

Assisting Mr. Phillippe will be the 
following committee chairmen: 


Vice Chairman: Arthur L. Boschen, 
Vick Chemical Company. 

Secretary: Benjamin R. Makela, Con- 
trollers Institute of America. 

Arrangements: G. W. Marsh, Jr., Gen- 
eral Electric Company. 

Business Show: Charles B. Lunsford, 
Equitable Life Assurance Society of 
the U. S. 

Entertainment: A. B. Crouch, Irving 
Trust Company. 

Finance: Nelson T. Hampson, Lowe 
Paper Company. 

Housing: T. J. Lenihan, International 
Products Corp. 

Industry Conferences: Thurber H. 
Bierce, Newsweek. 

Intercontrol-Reception: A. J. Ammon, 
American Book-Stratford Press, Inc. 

Ladies’ Hospitality: C. J. Kushell, Jr., 
Revlon, Inc. 

Program-Speakers’ Hospitality: David 
F. Devine, American Bosch Arma 
Corp. 

Publicity: Harry S. Cooper, Hill & 
Knowlton, Inc. 

Registration: James J. Doyle, The Port 
of New York Authority. 

Twenty-fifth Anniversary Committee: 
Frank J. Carr, Mallinckrodt Chemical 
Works. 


Attendance at the Conference is open 
to nonmembers as well as members of Con- 
trollers Institute. Registration forms may 
be obtained from CIA headquarters, Two 
Park Avenue, New York 16, N. Y. 





Employes’ Optional Holidays 

A new holiday credit plan, permitting 
employes to take extra days off with pay 
when most convenient for them, has been 
adopted by Abbott Laboratories. In addi- 
tion to the six paid holidays plus their 
tegular paid vacations, Abbott employes 
will receive three additional “floating” 
holidays. An employe can take the float- 
ing holidays whenever he wishes, pro- 
vided the time is approved by his super- 
visor, a half day at a time, a day at a time, 
or all three days at once. 
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1956 ANNUAL NATIONAL CONFERENCE 
CONTROLLERS INSTITUTE 


September 50- October % 





PROGRAM 
Saturday 10:00 a.m. Local Control Officers and Directors Meeting 


Sunday p.m. Reception for members 
Monday 9:30 a.m. Members’ Business Meeting 


10:30a.m. Economists Round Table. Discussion by Arthur 
R. Upgren, Amos Tuck Graduate School of 
Business; Donald Woodward, Vick Chemical 
Co.; William F. Butler, Chase National Bank; 
and Dexter M. Keezer, McGraw-Hill Co. 


noon Luncheon Session 
2:30 p.m. Industry Conferences 
eve. Open 


Tuesday 9:30a.m. General Session on fringe benefits, including 
GAW, hospital and health plans, vacations, 
pensions, etc. 


noon Luncheon Session 
2:30 p.m. Topical Conferences (A new feature) Spon- 


sored by the technical committees of the New 
York City Control of Controllers Institute 


eve. Banquet/dance (Another new feature) 


Wednesday 9:30 a.m. General Session on executive development. 
Speakers will be from General Electric, S. C. 
Johnson & Son, Inc. (Johnson’s Wax), and 
Booz, Allen & Hamilton 


noon Luncheon Session 


Ladies Events will include a special luncheon, fashion show 
and tea sponsored by the New York City Con- 
trol at the Waldorf-Astoria Hotel 





“Waldorf Astoria 
NEW YORK 
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LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 





Dayton, Ohic 


The National Committee on Ethics and 
Eligibility of Controllers Institute met dur- 
ing the course of the Midwestern Con- 
ference. (Left to right) William B. Har- 
rell, comptroller, Louisville Tin & Stove 
Co., Louisville, Ky.; George E. Hallett, 
chairman of the Committee and controller, 


9 


Pitishargh, Pa. 


Retiring Board Chairman C. R. Fay talks 
with officials of Controllers Institute at a 
recent meeting of the Board of Directors. 
On either side of Mr. Fay (center) are 
(beginning left) Dudley E. Browne, presi- 
dent-elect of Controllers Institute; E. R. 


Tung-Sol Electric Inc., Newark, N. J.; 
Clough C. Venable, controller, Morton 
Packing Co., Louisville, Ky.; Arthur H. 
Wiedeman, administrative secretary, CIA. 

Also Donald F. Walker, treasurer and 
controller, the Liebel-Flarsheim Company, 
Cincinnati, Ohio; G. E. Perino, New Eng- 
land Mutual Life Insurance Co., Boston, 


Uhlig, incoming director, Region III; 
E. W. Weston, incoming director, Region 
VII; Mr. Fay; Robert N. Wallis, retiring 
president of Controllers Institute; C. H. 
Clifford, incoming director, Region II; 


NTUC 


pice THe weet 
100 PCR CRMET 
im * 


Mass.; Burdette A. Johnson, comptroller, 
NEGEA Service Corp., Boston, Mass. 

Also Carl M. Blumenschein, vice presi- 
dent and controller, Container Corpora- 
tion of America, Chicago, Ill.; and 
Warren Webster, vice president and con- 
troller, the Joyce-Cridland Co., Dayton, 
Ohio. 





and E. L. Hamilton, incoming director, 
Region I. 
Lufhin, Texas 

Members of the Houston Control of 
Controllers Institute and their wives and 
friends at their annual outing in May. 
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Proposed Short Courses 


in EDP at Georgia Tech 

C. H. Taylor, director of Short Courses 
and Conferences at Georgia Institute of 
Technology, Atlanta, Ga., has announced 
the following tentative plans for short 
courses in Electronic Data Processing to 
begin in the Fall of 1956 if enough interest 
is evidenced in the replies to a question- 
naire now being sent to companies which 
might have possible students among their 
company personnel. Further information 
will be sent to those who address inquiries 
to the director. Courses planned are: 


ELECTRONIC DATA PROCESSING | 


Three to five days 

A course designed to give executives a broad 
picture of the use of electronic computers and 
auxiliary equipment in industry, commerce, and 
government. 

The organization and approach necessary for 
successfully installing and utilizing an electronic 
data-processing system will be discussed. Elec- 
tronic computer equipment will be reviewed, 
and visits will be made to the Rich Electronic 
Computer Center and other electronic data- 
processing systems in operation. 

ELECTRONIC DATA PROCESSING II 
One to two weeks 

For those responsible for installing and oper- 
ating an electronic data-processing system. 

Principles of computers, fundamentals of 
programming and applications for electronic 
data-processing will be examined and discussed. 
Systems analysis and systems engineering— 
prerequisites to a computer installation—will 
be emphasized. The Rich Electronic Computer 
Center will provide a laboratory for analyzing 
electronic data processing in operation. 

‘ ELECTRONIC DATA PROCESSING III 
Three to four weeks 

For staff personnel responsible for program- 
ming problems for electronic data-processing 
systems. 

Principles of computers and programming 
fundamentals will be discussed. Sample elemen- 
tary problems will be programmed for the equip- 
ment available in the Rich Electronic Computer 
Center. Students will have an opportunity to 
“de-bug” their programs and see them in opera- 
tion. 

ELECTRONIC DATA PROCESSING IV 
Four to six weeks 

This is an advanced course for those re- 
sponsible for programming problems for elec- 
tronic data-processing systems. Electronic Data 
Processing HII or its equivalent in experience is 
a prerequisite to this course. 


News of Other Financial Groups 


NACA 

Philip J. Warner, president of the 
Ronald Press Company, New York, has 
been elected president of the National 
Association of Cost Accountants for its 
1956-57 year. He took office July 1. 
Members of Controllers Institute who 
are also holding offices in the NACA 
tor the coming year include: 

1956-57 vice presidents: James B. Fen- 
net, vice president and controller, the 
Electric Auto-Lite Co., Toledo, Ohio, 
and Donald J. Guth, plant comptroller 
and assistant treasurer, Solar Aircraft 
Co., Des Moines, Iowa. 
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1956-58 directors: Charles E. Baxter, 
assistant secretary, J. P. Stevens & Co., 
Inc., Greensboro, N. C.; George Katten- 
horn, controller, F. & M. Schaefer Brew- 
ing Co., Brooklyn, N. Y.; James A. Mc- 
Fadden, controller, RCA Laboratories, 
Radio Corporation of America, Prince- 
ton, N. J.; Michael E. O’Byrne, controller, 
Pacific Car & Foundry Co., Renton, 
Wash. ; Herbert Schachtschneider, control- 
ler, Ed. Schuster & Co., Inc., Milwaukee, 
Wis.; J. Eugene Sommerhauser, director, 
vice president and secretary, Lone Star 
Brewing Co., San Antonio, Texas; George 
J. Wachholz, controller, Minnesota Min- 
ing & Mfg. Co., St. Paul, Minn. 


NOMA 
Floyd Guillot, director of Industrial Fi- 
nance and Thrift Corp., New Orleans, La., 
was elected 1956-57 international presi- 
dent of the National Office Managers As- 
sociation at the recent 37th Annual Con- 
ference held in Philadelphia. 


AIA 

Marquis G. Eaton, CPA, San Antonio, 
Texas, has been nominated for president 
of the American Institute of Accountants 
for the term of 1956-1957. He has served 
AIA as vice president, member of Council, 
of the executive committee, many other 
committees and the Trial Board. 





November 6-9, 1955 


Kenneth W. Hill 


Stanley B. Murray 


C. William Wittman, Jr. 


R. S. Geoghegan 





BUDGETING, FORECASTING AND 
RETURN ON INVESTMENT 


A collection of papers presented at the 24th Annual National 
Conference of Controllers Institute, Los Angeles, California, 


Contents 


“A Case History in Budgeting and Cost Control” — 


“A Case Study in Budgetary Control” —W. R. Penney 
‘Hazards in the Cost-of-Capital Formula’”—Wilson T. Seney 
“Newspaper Unit Costs in Action” —W. J. Pennington 
“Cost Allocation’’—Burnell H. Miller 


“Measurement and Control of Distribution Costs’ — 


“Direct Costing’ —Peter M. Chiuminatto 
“What Does the Bank Controller Control ?’”’—-Hugh H. Wallace 
“Aggregation of Gas and Oil Properties’ — 


“Simplification and Classification as a Tool of Management’’.— 





Address orders to 


CONTROLLERS INSTITUTE OF AMERICA | 
Two Park Avenue, New York 16, New York 


Please add city sales tax if order is for New York City delivery 


$1.00 








383 








Controllership and Cost Accounting 


(Continued from page 361) 


In the foregoing analysis of controller- 
ship functions, emphasis was placed very 
heavily on the planning and control mech- 
anism and the controller’s place in its 
construction and maintenance. But what 
about cost control, in the sense of posi- 
tive, direct efforts to curb waste aa. 
tually reduce costs ? 

First let us admit a fundamental truth: 
no cost accountant or controller, acting on 
the privileges conferred upon him by good 
organization principle, has ever of him- 
self controlled a cost or reduced a cost. 
This statement does not detract from the 
magnificent contributions which cost ac- 
countants have made to industry in the 
field of cost control. But this fine result 
must always arise from the force which he 
initiates and transmits to those directly 
responsible for incurring costs. 

Every controller, like every cost account- 
ant, is aware of the natural laws which 
govern his functioning—or at the very 
least he is being made aware of them by 
sharp daily experiences. He knows that his 
concern with cost reduction must be chan- 
neled into the organized streams of human 
relationship about him. He cannot give 
orders, cannot censure, cannot, in fact, 





mete out praise, because these offices are 
the responsibility of direct line supervi- 
sion, and whenever he yields to the temp- 
tation to perform them he jeopardizes the 
confidence reposed in him by his operat- 
ing associates. 

Therefore his thinking takes a new and 
creative direction. He cultivates the unique 
talent of impelling cost reduction efforts 
on the part of others, and this approach 
is rae by the cost accountants on his 
staff in daily conversations with plant fore- 
men and other supervision. 

Here we find the cost accountant at his 
best—inspired by that attitude, rooted in 
controllership, which contributes most to 
the progress of the company—fully recog- 
nizing that his duty is properly discharged 
when costs are controlled by those who 
incur them. 


THE COST CONTROL PHILOSOPHY 
This philosophy is identical with that 
which should govern the conduct of the 
entire business. The quantitative basis 
upon which the controller’s work rests is 
the need for a net profit. At that point 
he and the president are in total harmony, 
and from this compelling demand springs 
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the complex accounting, standard-setting 
and reporting mechanism which controls 
the entire operation. 

This demand then reaches out to its ul- 
timate need—a plan whereby to realize 
the profit. It becomes the controller's mis. 
sion to see that this plan is provided, in 
such a form that control can be exercised 
in relation to it. The cost accountant sim- 
ilarly furnishes a means for planning and 
control in his area of operation. The mo- 
dus operandi is exactly the same. The plan 
is created by responsible management and 
the control exercised by the same indi- 
viduals. But the idea, its power source, the 
educational effort that must accompany it, 
the procedure for its operation and the 
communication of operating facts which 
are the fuel for the machine—all emanate 
from the controller and his staff. 

It should be evident, I think, that the 
success of that peculiar internal force 
called cost control rests on good organiza- 
tion and sound definition of objectives. 
If the controller is correctly motivated, his 
energy flows creatively into building a 
plan whereby not only costs but all other 
activities of the business are controlled. 
Cost accounting is this function as applied 
to a particular factory or sales operation 
or research assignment. 

It is natural therefore that a cost ac- 
counting department should be found 
within the boundaries of the controller's 
organization. Even where the circum- 
stances of decentralized manufacture re- 
quire that a cost manager report to a fac- 
tory superintendent, we almost always find 
that a specialized relationship called func- 
tional reporting is reserved to the con- 
troller or chief accountant at the home 
office. This arrangement permits an au- 
thoritative coordination of the accounting 
at the plant with the accounting at other 
locations, governed by policies centrally 
established. Even more important, it per- 
mits the controller to put the planning and 
control idea into operation throughout. 
Properly regulated and intelligently ex- 
plained, this dual reporting scheme opens 
the door to effective control in a multi- 
plant company. 

These principles of organization seem 
simple enough—and they are. Yet the 
most stubborn enemy to cost control is the 
failure to recognize them. In such cases 
the guilt seems divided between the top 
and line management group on the one 
hand and the controller and his cost ac- 
counting staff on the other. The insistence 
by an uninformed corporate president, for 
example, that the controller himself exert 
the control pressures and the vetoes on ex- 
penditures, that he generate cost-conscious- 
ness single handed, will invariably come 
to nought. So will the corresponding mis- 
conception in the minds of cost account- 
ants and controllers, that their mission 1s 
to play the devil’s advocate to every con- 
structive proposal that involves spending 
money for a future return. 
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We must insist on a more mature atti- 
tude toward this contact point between 
staff control personnel and the line. It is 
here that the thousands of decisions are 
made which make product costs, and hence 

rices, competitive. It must become crystal 

dear that a continuous cost reduction ef- 
fort is the responsibility of all direct line 
management and that controllership is to 
provide the means by which it is made 
effective. 

This line of reasoning leads circuitously 
back to our starting point. The inference 
is inescapable that cost control finds its 
most fertile ground to be a comprehensive 
system of planning and control for the en- 
tire operation. Active efforts to reduce 
costs fall naturally within this framework, 
but they result from the demand for 
growth and profits emanating from top 
management and flowing directly through 
the line organization down to the point 
where the dollar is used. 


PLANNING FOR CONTROL 


It seems clear enough that planning 
precedes control. It must be equally clear 
how and by whom the planning is to be 
done. This is vital to the control process, 
since the mental wheels set in motion dur- 
ing the planning phase continue to revolve 
in the control phase. 

Planning itself is emphatically not the 
responsibility of the controller. He finds 
a natural boundary to his activity when a 
procedure for planning has been estab- 
lished and he has provided its ignition. 
The plan must be established by the peo- 
ple who spend the money. 

A factory department is a good exam- 
ple. Its foreman establishes its plan of 
operation. First, of course, he must know 
what is expected of him. With reference 
to the budgeting period adopted, he natu- 
tally asks how much he is expected to pro- 
duce, on what schedule and to what qual- 
ity standards. He then prepares a plan to 
achieve this objective. Translated into dol- 
lars, this plan becomes a budget. 

Let us assume that, in the plant of which 
this department is a part, certain services 
are provided by other departments—for 
example, time study, methods engineering 
and production scheduling. The foreman 
then has more complex relationships to 
consider in his planning. He asks, in addi- 
tion to the foregoing questions, by what 
methods and equipment he will be ex- 
pected to perform his production job, how 
his direct labor standards will be set and 
in what manner the scheduling will be 
handled. Of course most foremen will 
have knowledge of these factors from pre- 
vious experience. They are pertinent ques- 
tions nevertheless, and proper planning 
demands that they be answered. 

_ Equipped with a detailed understand- 
ing of his assignment, the foreman pro- 
ceeds with the planning of personnel re- 
quirements, labor scheduling, including 
night shifts and lower-tier supervision, 
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material waste expectancy, labor produc- 
tivity, use of power and supplies, and all 
other factors entering into his area of 
responsibility. It is important here to note 
that the operational planning comes first 
—then the statement of the plan in the 
language of dollars, known as the budget. 


PLANNING AND THE 
COST ACCOUNTANT 

Skilled cost accounting counsel is a re- 
quired ingredient of this budgeting. It 
collaborates every step of the way, and 
insists that the plan be constructed to 
satisfy the needs of control. In this effort, 
the cost accountant carefully preserves the 
staff status which is the very substance of 
his value to the company. 

In passing, I should like here to remark 
about two tenets which the cost account- 
ant must observe. First, he must establish 
a simple, clear system, free from technical 
complexities, which operating people can 
understand. There is no bigger obstacle to 
proper planning, no heavier handicap to 
making the foreman captain of his own 
destiny, than an accounting system in 
which the content of the accounts is ob- 
scure. 

Second, no foreman should be charged 
for a cost over which he has no power of 
decision. I cannot subscribe to the theory 
of charging masses of overhead incurred 
by others up the line simply to impress 
the foreman that running a company is ex- 
pensive. Only those items which he for 
the most part directly controls should 
find their way into his budget. The en- 
tire theory of responsibility accounting, 
and hence of planning and control, rests 
on observance of these rules. 


PREDECISION AND THE 
MASTER PLAN 

It will also be noted that constructing 
an operating plan requires a good deal of 
peers, as to quantities, methods, la- 

or rates and so on. Foremen not experi- 
enced in the principles of planning will 
say, for example: ‘I cannot budget labor 
rates for a year ahead unless you tell me 
whether or not we will grant another gen- 
eral wage increase.” The question is a 
legitimate one, but should be put into the 
positive: “I will budget labor costs when 
you inform me whether to plan on a gen- 
eral wage increase and if so how much,” 
and his factory superintendent should so 
inform him. 

If the superintendent does not know, 
as is likely, then he should inquire of his 
superior and so on up the line. The ques- 
tion of labor rates to be used for company 
cost planning is sufficiently important to 
find its way to the president's office for 
decision. If, as is very possible, the pres- 
ident does not know the answer, he must 
specify an assumption for planning pur- 
poses so that the work may proceed. To 
force these decisions into being is the 
task of enlightened controllership. 


I need not elaborate on the course fol- 
lowed by the departmental plan so con- 
ceived toward its destiny as a segment of 
the master plan guiding the entire busi- 
ness. If the parts fitted together do not 
make a profitable and satisfactory whole, 
they must be altered. This process, which 
frequently impels cost reduction, is the 
particular interest of controllership. 

It is pertinent here to say, however, that 
the operating plan for the factory depart- 
ment which we have been considering will 
reach its highest value only if it becomes a 
segment in the whole plan for the com- 
pany. This over-all planning should in- 
clude sales volume, manufacturing costs, 
all operating expenses, nonoperating 
items, taxes and net profit. To reach max- 
imum effectiveness it should also include 
capital expenditure planning and a finan- 
cial program. Such a broad base lends sub- 
stance to the plan for the individual de- 
partment which can be achieved in no 
other way. 


REPORTING AND CONTROL 


The final step, in the light of all the 
preceding reasoning, may now go under 
the defined term “control.” Interpretive 
reporting is the modus operandi. Budget 
comparisons, statistical compilations, com- 
ments and reports flow constantly from 
the controller's staff to all levels of re- 
sponsibility. Deviations from the carefully 
constructed plan are accented under the 
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Controllership and Cost Accounting (continued from page 385) 


familiar management-by-exception princi- 
ple. 

The control mechanism is now com- 
plete. To use it, we focus on the points at 
which departures have occurred or will 
occur. We then find it possible either to 
bring the ship back to the precharted 
course or to alter the course. Either is ac- 
ceptable, so long as it is done in the con- 
scious knowledge of all the facts, and by 
decision of those responsible. 

For example, the monthly budget re- 
ports reveal a cost of production in excess 
of budget. Because the plan has been built 
in detail and equipped with an orderly ac- 
counting system, it is not difficult to an- 
alyze the differences and put a finger on 
the cause. Having done so, we next ask: 
Is this circumstance susceptible to correc- 
tion or must the plan be altered to take 
account of the higher cost level? The ef- 
fect of the latter decision on the profit of 
the company must also be examined— 
carrying the facts to the appropriate level 
of responsibility. 

A more typical instance of control in 
action is the anticipation of costs not pro- 
vided in the budget. Proper planning, 
where the principles of control are under- 
stood and made effective, will uncover 
such a situation before the costs are in- 
curred. It then becomes possible to get 


advance approval for exceeding budget, 
if such action seems desirable. It must here 
be remembered that the budget is a guide 
rather than a ceiling—that it furnishes the 
means for considering intelligently those 
expenditures which will transcend its lim- 
its. 

It is nowhere clearer than at this point 
in the management process that effective 
planning and control rests on principles 
of sound organization. Delegation of re- 
sponsibility, definition of function, the 
basic relationship of line and staff, all 
should have been clarified and applied be- 
fore attempting the use of planning and 
control in its modern sense. 

Control then must be seen as a refined 
process of management thought, exercised 
directly but made possible through indi- 
rect application by men trained in and 
attuned to a high calibre of staff work. 
Not all men are suited for this discipline 
of thought and purpose. Cost accountants 
are especially qualified to make the effort. 
The challenge is offered to them and to 
controllers alike to rise higher in the qual- 
ity of service they give. Industry is hun- 
gry for this contribution. The future of 
planning and control as an essential of 
business operation seems unlimited if its 
practitioners are willing to devote their 
best efforts to it. 
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Progress Report on 


Federal Accounting 


The seventh annual progress report un- 
der the Joint Program to Improve Ac- 
counting in the Federal Government indi- 
cates that many of the improvements are 
in line with the objectives and principles 
of the Hoover Commission recommenda- 
tions on budgeting, accounting, paper- 
work simplification, and financial man- 
agement. 

Examples of reported savings include: 


1. Some 12 million Treasury checks 
were converted from paper to punched 
cards, resulting in savings of $270,000 an- 
nually. 

2. Over 2,000 positions in the account- 
ing and financial control operations of 
large post offices have been eliminated 
through reorganization of functions and 
simplification of procedures. ’ 

3. An improved depot maintenance 
cost accounting system at one Air Force 
installation has brought about a 10 per 
cent increase in production per man-hour 
for maintenance. 

4. Social security wage accounting 1s 
being done with EDP equipment with ex- 
pected annual savings of $1.3 million. 

5. The Railroad Retirement Board im- 
proved its wage accounting system and 
eliminated the preparation of one and two- 
tenths million cards for excess earnings, 
the listing of six million cards, and the 
collating of three million cards. 
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Panel Finds Secrecy Rules Hampered 


Industry Investment in Atom Projects 


PANEL of nine leading citizens de- 
A clared that industry and individuals 
cannot invest intelligently in atom enter- 
prises until government secrecy is lifted 
on peaceful uses of nuclear energy. The 
panel, composed of business, labor, and 
educational leaders, was appointed in May 
1955 to study the impact of the peace-time 
atom on business, government and the pri- 
vate citizen. 

The 155-page report contains 17 pages 
of conclusions and specific recommen- 
dations to shake what it feels is the lag 
out of the atomic energy program. It puts 
much of the blame on the amount of 
classified information held by the Atomic 
Energy Commission and the military agen- 
cies. The report says “Individuals inter- 
ested in developing and applying peaceful 
uses of atomic energy can never be sure 
they know about classified information 
pertinent to their own activities. There- 
fore, at any moment, they may find their 
work made obsolete or ineffectual by an 
act of declassification or downgrading of 
classification by the Commission.” 

The panel also notes that the present 
system of secrecy favors companies hold- 
ing direct contracts with the AEC because 
they “have full access to all data needed 
in connection with their projects.” Out- 
siders can offset this only partially by 
“hiring ex-employes of the Commission 
or its contractors, while they are placing 
their own employes as guest investigators 
in Comiission laboratories.” 

The panel concedes that national secur- 
ity requires that some atomic information 
be classified, but it asks that the present 
dual system of atomic information control 
—one imposed by the AEC and the other 
by the Defense Department—be scrapped 


PROVIDING FACTS AND FIGURES 
FOR COLLECTIVE BARGAINING 


It gives the basic and unchanging points 
on: Who should be the company nego- 
tiator; how to keep and use records; how 
to prepare “fact books’; what financial 
implications are involved in pensions; 
how to determine the base period; what 
subjects to present at the bargaining table; 


how to avoid inconsistency in interpreting 
facts; what form to use to present facts. 


$5.00 


($3.50 to members of Controllers Institute 
of America) 


CONTROLLERSHIP FOUNDATION 
Two Park Ave., New York 16, N. Y. 





and suggests that the concept that infor- 
mation is ‘born’ classified should be lim- 
ited to nuclear weapons. 

Other highlights of the report include: 

Atom-power development by both gov- 
ernment and industry—with the Govern- 
ment taking the lead in building small 
demonstration power plants if private in- 
dustry will not—is needed to “assist in 
maintaining expansion rates of the Ameri- 
can economy” and even broadening this 
expansion. 

The Government should announce that 
it will supply fuel and technology for the 
installation of a million kilowatts of 
atomic electricity abroad by, perhaps, 1960 
to give a strong shot in the arm to the 
export market for American atomic equip- 
ment and knowledge. 

The AEC should work toward a time 
when private industry can own its own 
special nuclear materials, now controlled 
by the Government. This would allow 


American industry to figure more accu- 
rately the cost of producing atomic power, 

A ‘“‘free market’’ in uranium should be 
the objective for the area of expanded 
peaceful uses of atomic energy. Present 
government guarantees for uranium ore 
prices extend until 1962, and the lim. 
ited guarantee-based military needs alone 
should be considered. Any guarantee 
should be reviewed annually. 

The AEC should make public the prices 
it will pay for special nuclear material 
produced in privately owned reactors. 

The Congressional Atomic Energy Com- 
mittee should stop squabbling with the 
AEC so that there will be ‘mutuality of 
understanding” between the two and 
“leadership on the part of both to a com. 
mon end.” The Committee should give 
“clear guidance” to the AEC on the rela- 
tive priorities of military and peaceful uses 
of the atom and between various peaceful 
uses. 


Cost Justification Called Necessary 
in Committee Findings for FTC 


Cost justification is often the only ef- 
fective defense against charges of price 
discrimination in violation of the Robin- 
son-Patman Act, according to the chair- 
man of a committee which has been study- 
ing the subject for the Federal Trade 
Commission. Herbert F. Taggart writes in 
the June issue of the Journal of Account- 
ancy that his committee found no way of 
overcoming the need for detailed cost 
studies by any company against which the 
FTC files a complaint of illegal price dif- 
ferentials. Citing five possible defenses 
against such a complaint, Dean Taggart 
asserts that in most cases the only effective 
one is proof that price differences are jus- 
tified by cost differences, and even that is 
likely to be difficult and expensive. 

As an example he points to approxi- 
mately 4,000 pages on cost justification in 
the record of the Standard Oil of Indiana 
case. Cost studies necessary in such cases, 
he explains, involve “time studies, count- 
ing of invoices, orders, salesmen’s calls, 
and the other multifarious statistics of 
manufacturing and distribution, and the 
preparation of reams of work papers and 
supporting documents.” 

Dean Taggart notes approvingly that 
the FTC has not required cost justification 
of each individual transaction with each 
individual customer, and “in the Sylvania 
decision a grouping of commodities was 
recognized as proper.” If contrary de- 


cisions in Federal district courts were to 
prevail, he declares, ‘‘cost justification 
would become a nullity through sheer 





weight of the vast burden of proof, cus- 
tomer by customer, and transaction by 
transaction.” 

Dean Taggart’s article comments on 
the recommendations of his committee 
which were filed with the Federal Trade 
Commission in February after a two-year 
study. He describes committee recommen- 
dations to “‘ease the pain and shorten the 
convalescence” of a company facing the 
ordeal of cost justification. For example, 
cost studies of a few representative sales 
districts are suggested instead of an at- 
tempt to “cover the universe.” 

One of the most important conclusions 
to be drawn, he says, “‘is that it is better to 
comply than defy. . . . Business concerns 
which charge different prices to different 
customers for the same articles will be well 
advised to give serious and realistic con- 
sideration to the cost factors which are in- 
volved.” 


Tax Pitfalls in Vacation Pay 
and Fringe Benefits 


Warnings concerning vacation pay and 
fringe benefits are among the pointers con- 
tained in ‘Tax Planning in Business Pol- 
icy,” published by the American Institute 
of Accountants. 

The booklet is the transcript of a tax 
conference for business executives held by 
the AIA in co-operation with the New 
York State Society of Certified Public Ac- 
countants. 
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Diamond Alkali Uses IDP for 
Order-Shipping-Invoicing Cycle 
A new, specially designed Teletype is 
operating on a pilot basis at the offices of 
Diamond Alkali Company, Cleveland, 
Ohio to mechanize repetitive office paper 
work and cut in half the time necessary 
to process an order through its complete 
cle. 
edly developed by Diamond Alkali, 
American Telephone and Telegraph Com- 
pany, and the Ohio Bell Telephone Com- 
pany, the nation’s first complete IDP or- 
der-shipping-invoicing system will link 
Diamond’s Cleveland headquarters with 
nine branch sales offices and = 

Nearly 80 per cent of the office paper- 
work involved in handling customer or- 
ders will be automatically transmitted and 
self-perpetuated from their points of orig- 
ination, through scheduling and ultimate 
teletypewriting of shipping papers and 
invoices. 

Annual savings of $30,000 are esti- 
mated, as well as a more accurate means of 
inventory control, improved production 
planning and more efficient scheduling of 
shipments. 

Special features of the system include 
a programming “‘‘robot’’ which pauses at 
predetermined stops and serves as a mem- 
ory box for information that is to be 
added, changed or eliminated. Also, an 
electro-mechanical device is employed to 
integrate information contained on two 
tapes into a single tape. 

Other new features include the ‘‘ver- 
tical formout’’—a device for aligning new 
forms into proper teletyping position; 
and a “horizontal tab,” which operates 
like the typewriter’s tabular key, but on a 
completely automatic basis. Finally, there 
is the simultaneous production of a sym- 
bol-coded bill of lading and shipping 
forms which replace dual product listings 
on the forms. 


Standardization of 
Bank Checks 


Everything but the amount will be 
standardized on checks, according to new 
specifications set up by the National Of- 
fice Management Association. The stand- 
ardization is intended to reduce excessive 
handling costs and help to eliminate such 
costly and strange errors as ‘‘paying” the 
social security number, the check number 
or some other misplaced number. 

Designs call for a maximum six sizes 
ranging from counter checks and pocket- 
size checks at 61/4 inches x 334 inches to 
bank and corporation official items at 834 
inches x 33g inches, with a maximum 
variation of 24 inches in length and less 
than one inch in depth. An important 
specification in this standard will be the 
location of the subject matter to aid in 
preventing mistakes and expediting the 
clearing of checks. 
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INTEGRATED STUDIES ON ELECTRONICS 


Swamped by all the material on electron- 
ics? Can't find information on specific ap- 
plications of electronics? Want to know 


ELECTRONICS IN BUSINESS: A DESCRIPTIVE REFERENCE GUIDE 


Over 300 annotated entries covering material on electronic machines 
published through May 31, 1955. Also, sections describing installa- 
tions of electronic computer systems, commercial digital computer 
centers, actual business installations of electronic computer systems, 
and a listing of scheduled seminars, conferences and courses. 


Paperbound, 176 pages 


($1.50 to members of Controllers Institute of America) 


ELECTRONICS IN BUSINESS: SUPPLEMENT NO. 1 


More than 250 annotated entries covering material on electronic 
machines published from June 1 to December 31, 1955. Use of this 
supplement, together with the basic source book, will give executives 
complete information for finding answers to specific problems. 


Paperbound, 130 pages 


($2.00 to members of Controllers Institute of America) 


A CASE STUDY IN PLANNING AT PORT OF NEW YORK AUTHORITY 


A thorough and step-by-step account of one corporation’s actual plan- 
ning, investigation and preparation for EDP. Shows how cost ac- 
counting can be handled by electronic computers. Special sections 
cover: early phases of electronics research; planning for future elec- 
tronics research; organization and staffing for electronics; and con- 
verting to electronic accounting. The material on revenue accounting 





ex periences 
electronics? 


If your answer to any of these questions 
is affirmative, this series of studies on 





IN BUSINESS 


will be of interest to all executives. 


Paperbound, 121 pages 


($3.00 to members of Controllers Institute of America) 


CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


TWO PARK AVENUE » NEW YORK 16, N. Y. 














of companies converting to 


CTRONICS 


will help you. 


$2.00 


$3.00 


$4.00 











Management Advisory Services 
in the Field of Accounting (Continued from page 371) 


evaluated and challenged in order to iden- 
tify the uneconomical use of personnel, 
machines, space and supplies. The final 
steps are the designing of more effective 
methods and placing them into effect. 

The men who specialize in this type of 
work have quite naturally developed their 
own special tools to expedite their work 
and to demonstrate comparative perform- 
ances under the new i old methods. So 
when you get into a work simplification 
program you will probably hear a great 
deal about “flow process charts,” ‘‘process 
layout,” “‘activity charts,’ ‘forms analy- 
sis,” “motion analysis” and “output meas- 
urement.” One of the interesting develop- 
ments is the use of motion pictures as an 
improved technique in measurement of 
clerical operations. After the film has been 
made it may be shown at any desired rate 
of speed which greatly facilitates accurate 
time measurement of the various elements 
making up a total task and greatly aids in 
the identification of uneconomic effort of 
both personnel and machines. 


STANDARD COSTS AND 

PERFORMANCE IN MANUFACTURING 
If we view the whole pattern of our in- 

dustrial system it is probable that the 





American Appraisals 
reduce uncertainties 
about depreciation 


American Appraisal analyses of 
property and “remaining life’’ studies 
reduce variance factors in measuring 
depreciation, and provide a depend- 
able basis for determining costs, pro- 
fits and taxes. 


The 
AMERICAN 


APPRAISAL 


Company 


leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 
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greatest progress in streamlining working 
methods has been in the manufacturing 
processes. This has happened because of 
the continuous attention given to the prob- 
lem over many years by the best business, 
engineering, accounting and inventive tal- 
ent of America. The accounting tool most 
commonly associated with streamlined 
production methods has been budgetary 
control through standard costs. By devel- 
oping standards for the performance of 
various operations, management is fur- 
nished predetermined yardsticks by which 
actual performance may be judged. There 
can be no doubt that the knowledge af- 
forded management by the studies of the 
processes necessary for the establishment 
of standards as well as by the subsequent 
comparisons with actual performance has 
greatly aided in the elimination of uneco- 
nomic production costs. 


CLERICAL COSTS CONTROL 


The area of costs and standards may be 
expected to continue to furnish important 
opportunities for management advisory 
services. More recently progress has been 
made in extending the application of cost 
and performance standards to clerical 
work. The accounting department is a 
service department, in the sense that it is 
not an end in itself, but it is also an op- 
erating department in relation to the vast 
volume of paperwork which has to be 
done. 

The manual efforts of personnel and the 
utilization of machines in the great volume 
of clerical operations are just as adaptable 
to the establishment of standards as are 
manufacturing operations. This is readily 
discernible from the simple nature of re- 
petitive clerical operations such as sorting, 
filing, comparing figures, writing checks, 
billing, posting, extracting data from ta- 
bles, etc. Standard costs must be deter- 
mined in relation to the methods in use 
and the standards may be stated both in 
unit costs and in period dollar costs for 
each measurable activity. The establish- 
ment of standards requires the same type 
of analytical fact-finding and evaluation 
processes as previously described in work 
simplification and really represents a logi- 
cal further refinement in a work simplifica- 
tion program. 


INDUSTRIAL ENGINEERING 

Some may wonder whether accountants 
aren't getting into industrial engineering 
when they deal with time measurement 
factors and with production and inventory 
controls and material handling. The an- 
swer is that they are, but that in many 
cases the physical problems are so closely 
related to the clerical routines that they 
must be straightened out as a joint prob- 


lem. For example, an excellent inventory 
control system may not produce good re. 
sults if the storeroom is so poorly arranged 
that inventories cannot be readily found, 
or if parts and supplies pass through sev. 
eral uncontrolled storage areas before their 
point of use. Therefore, the accountant js 
forced to tackle some of the simpler physi- 
cal problems of layout, materials handling 
and storage. Accountants would not un- 
dertake strictly industrial engineering 
projects such as product design, establish. 
ment of manufacturing methods and de- 
sign of equipment because they do not 
have the required competence and the 
areas are not integrated closely with the 
design of procedures. 


EQUIPMENT ADVICE 


A substantial segment of Management 
advisory services relates to the proper use 
of office machines. Truly remarkable prog- 
ress has been made in the tools available 
to perform clerical chores. If the equip- 
ment of ten years ago were lined up with 
today’s models the contrast in speed and 
capacity would be astounding. Several new 
and highly efficient duplicating methods 
have been developed ; new high-speed ad- 
dressing techniques are available; book- 
keeping machines will soon be able to se- 
lect posting lines and pick up old balances 
automatically from magnetic spots on 
ledger cards; previously unrelated ma- 
chines have been linked into integrated 
groups through the medium of common- 
language tapes; and finally, the electronic 
data-processing machines have brought 
into view new horizons beyond the scope 
of our dreams. 

The computational, memory and deci- 
sion-making abilities together with the 
phenomenal speed of this advanced equip- 
ment are forcing reconsideration of the 
basic approaches to practically all account- 
ing processes and other data-processing 
routines of large business enterprises. Fea- 
sibility surveys are useful in the evaluation 
of economic and other advantages which 
may be expected from electronic data- 
processing systems. After decisions have 
been reached to use the equipment, ac- 
counting firms are assisting clients with 
equipment specifications, programming, 
training personnel, installation, internal 
control and other related problems. Al- 
though industry is in the early stages of 
finding out how to utilize these machines 
to the best advantage, sufficient progress 
has been made to demonstrate that the im- 
pact on administrative, planning and ac- 
counting practices will be truly revolu- 
tionary. 





A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Management Engineers 
Park Building Yonkers, N. Y. 
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A Cost System for a Food- 
Processing Company 
(Continued from page 365) 


Now let’s determine the effect of in- 
creases in fixed charges on your sales re- 
quirements. Let’s suppose that on product 
A, with a fixed cost of $10.00, we decide 
to spend $2.00 on advertising, in addition 
to our present fixed charges, and we want 
to know how much increased volume that 
$2.00 must bring in to pay for itself. We 
divide the $2.00 of fixed charges by the 
contribution margin of 60% and this 
tells us we need $3.33 of additional vol- 
ume. We can then add this increase of 
$3.33 to our old break-even point of 
$16.70 and we get a new break-even point 
of $20.00 for the new fixed charges of 
$12.00. We can determine how much we 
must increase our sales to justify increas- | 
ing our fixed overhead. 


A BASE FOR MARKETING MANAGERS 

We find that we get enthusiastic accept- 
ance from our marketing managers when 
we usé the fixed and variable approach. 
They feel that the ability to determine the 
break-even points and to measure the in- 
come a product produces over and above 
the cost it creates, gives them a solid base 
from which to work when attempting to 
determine price, volume and advertising 
budgets. 

On the other hand, there is nothing 
more disconcerting to a marketing man- 
ager than to find that his unit costs are 
changing from month to month at the 
factory level, when he knows there has 
been no change in method or efficiency. 
He finds it rather difficult to understand 
why, if the costs have not changed in to- 
tal, why his unit costs keep fluctuating. 
For example, he knows the rent is exactly 
the same from month to month. It is very 
dificult to get him to accept the philoso- 
phy that we change unit costs merely by 
using an accounting method for distribut- 
ing our overhead over different volumes 
from month to month. It is the ability to 
take a fix on a permanent point and to 
measure all changes from that fix that 
most impresses the marketing managers. 


COST APPROACH FOR THE FACTORY 

Suppose we take a look at the value 
of this kind of cost approach to a factory. 
Suppose we are only utilizing 60% to 
70% of the floor area in a factory. Let’s 
further suppose that this is due to a lack 
of volume or a lack of products. We may 
have dropped a few products from the 
line, thus freeing up some floor space or 
we may have purchased a plant that ex- 
ceeded our immediate needs. Under many 
cost systems, the fixed charges for the en- 
tire plant would be prorated over the ac- 
tual production, thus loading the costs of 
the products that you are producing with 
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a cost that they have neither created or 
need and making it more difficult to prove 
their profitability. 

What should be done, of course, is 
that the fixed costs on that portion of the 
plant that is idle should be charged as a 
management expense as idle plant. You 
know that, if you transferred the products 
out of that plant to another plant that was 
fully utilized, the cost would be lower. 
Are we to say, therefore, that the cost of 
our products is often an accident of loca- 
tion? 

We should see to it that our prod- 
ucts are costed honestly. We have to as- 
sume that our competitors are smart 
enough to avoid unnecessary excessive 
costs and do not put them in their cost of 
products. Therefore, we should do the 
same. Let’s face up to the fact that many 


costs are created by management; if man- 
agement goofs, let’s charge them with it. 
We don’t hesitate to charge a foreman 
with the excess cost of material that he 
spoils or wastes, so why hesitate to charge 
management when they create an excess 
cost. 

I feel very strongly about the fact that 
we in the profit-planning and cost-control 
area should recognize that we are perform- 
ing a service function. It is our duty to en- 
sure that the other members of manage- 
ment are supplied with reports tailored to 
their needs and their manner of thinking. 
We should not stick to any hard and fast 
rules and expect them to adjust their 
thinking to accounting techniques. Rather, 
the accounting techniques should be ad- 
justed to fit the needs of the people in op- 
erating Management. 


You Don't Have to Buy a Cow 


to Get a Glass of Milk! | AM. 





And you don’t have to install 
tabulating equipment to get the 
speed and savings of automatic 
punched-card methods. Not 
with the low-cost service that 
STATISTICAL provides. 


Working directly from your 
records, we can prepare the 
facts and figures you need on a 
sales analysis, inventory or any 
other report—on a regular or 
emergency basis. 


Your data is processed ac- 
curately on the latest type auto- 


Ntatistiol 


s{c 


TABULATING COMPANY 


Established 1933 - Michael R. Notaro, President 


NEW YORK 
80 Broad Street 
WHitehall 3-8383 


CHICAGO 
53 West Jackson 
HArrison 7-4500 


NEWARK 
National-Newark Bldg. 
MArket 3-7636 





411 N. Tenth St. 


CLEVELAND 
1367 E. 6th St. 
SUperior 1-8101 


matic equipment, and the job 
is delivered on time—at far 
lower cost than possible with 
manual methods. It’s a sound 
way to beat rising clerical costs 
and stay within the budget. 


If you operate your own tab 
department, it will pay you to 
call on STATISTICAL for over- 
loads, special assignments or 
exploratory work. This saves 
you the cost and trouble of in- 
stalling additional or special 
equipment for only occasional 
use. 


Just phone our nearest office 
and let’s discuss your needs. 


TABULATING 
CALCULATING 
TYPING 


ST. LOUIS 


MAin 1-7777 


TEMPORARY 
fo} 9 led od 43-10), 1 138 
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Vacation Data 

Two-week vacations now are granted by 
plants to 95 per cent of production 
workers after five years of service, while 
83 per cent of offices give them after only 
one year of service, according to the De- 
partment of Labor. A Dartnell Corpora- 
tion survey of 225 companies indicated 
that this year 42 per cent of them will shut 
down plants completely for vacations— 
other surveys indicate that a decade ago 
probably less than 10 per cent of com- 
panies staged full-scale shut-downs for va- 
cations. BLS reports that 99 per cent of 
companies now grant paid vacations versus 
only 25 per cent in 1940, and 11 per cent 
of plant workers now get four-week va- 
cations after 25 years of service. 


Suggestion Boxes 


General Electric Company is receiving 
suggestions from employes at the rate of 
one every six minutes and is accepting one 
every 18 minutes. Since 1922, GE has paid 
nearly $6.5 billion in awards. 


U. S. Stockholders 


New studies by the New York Stock 
Exchange indicate that there are now some 
eight million shareholders in the United 
States. This compares with an early 1952 
study made by the Brookings Institution 
and the Stock Exchange which showed six 
and one-half million shareholders. The 
new survey indicates that women hold 52 
per cent of the publicly owned stocks, 
compared with 49.8 per cent in the pre- 





oteA 


vious survey. The new survey shows that 
each shareowner holds on the average 
about 4.3 different stocks. 


This Electronic World 


The New York Transit Authority has 
had a test period of checking faulty rails 
by electronics. A Sperry Ultrasonic De- 
tectocar contains equipment producing 
pulses of ultrasonic vibrations introduced 
into the rail by a searching unit placed in 
contact with the rail. When the vibrations 
are interrupted by discontinuities in the 
rail, such as cracks, they are reflected back 
to a viewing screen. 

e 

American Airlines is working on an 
integrated data-processing system whereby 
the original record of a reservation be- 
comes the permanent record. When a cus- 
tomer phones, all information goes onto a 
card. Information on that card can be 
transmitted by a tape to any distant point, 
then transmitted back onto a card. 


Automation at Work 

A new automatic billing machine, de- 
signed to increase billing while trimming 
operator decision and chance for error, 
is now being marketed by Friden Calculat- 
ing Machine Company, Inc. The Model C 
Computyper combines the Friden calculat- 
ing mechanism with an electric typewriter 
and a common-language tape punch and 
reader. For complete billing automation, a 
common-language tape, or edge-punched 
cards, produced as a by-product of order- 





CAN YOU HELP? 


Ten-Period Accounting Year 


Controllership Foundation has received a request for in- 
formation on a ten-period accounting year, but has been 
unable to discover any published material on the subject. 

Readers who know of any material on the subject or who 
have had experience with this type of accounting period are 
asked to write to Controllership Foundation, Inc., Two Park 
Avenue, New York 16, N. Y. All replies will be held con- 
fidential and identity of companies will not be disclosed 
without permission of the companies. 
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invoice writing, completely govern both 
typing and computing functions, from 
printing of the heading to the net total. 

> 


The Coatesville, Pa., factory of Lukens 
Steel Company has a 16-man working 
force to control most of the operations in 
alloy plate finishing. Surrounded by dials, 
switches, and TV sets, the working force 
controls operations in every part of the 
plant. Advantages of automation come in 
more efficient quality control, plus faster 
and cheaper production. 

e 

The 1954 Census of Manufacturers 
shows that the instruments industry has 
grown from sales of $690 million in 1947 
to $1.8 billion in 1954. Sales of mechani- 
cal measuring instruments almost doubled 
over a seven-year period while sales of 
electrical instruments went from $157 mil- 
lion to $345 million. Control instruments 
are being used from automatic pilots to 
simple thermostats. 

o 


An apparel manufacturer is using Rem- 
ington Rand equipment to speed the han- 
dling of orders during the peak buying 
period and to help make earlier deliveries 
of merchandise possible. The punched 
card operator makes out a card in the 
buyer’s presence, getting all data bearing 
on style, color, size, etc. The punched 
card is then sent to coordinating head- 

uarters where the information is tran- 
scribed for the direct preparation of manu- 
facturing tickets. 


Office Pay Rates 

Pay checks of office workers in New 
York City are going up at a faster rate than 
those of factory workers. The survey made 
by the BLS shows that salaries of office 
workers increased 27.1 per cent in the last 
five years, compared with the 19.6 per cent 
increase for factory workers. In the same 
period, the cost of living rose 2.9 per cent. 


Salaries of Advertising Managers 

A survey of 200 advertising managers, 
reported in Printers’ Ink, indicates that 
21.5 per cent earn $25,000 or more. For ad 
managers whose budget range is $10 mil- 
lion and over, the median salary is $35,- 
000; for those with a budget of $1 mil- 
lion. to $5 million, the median salary is 
$17,500; for those in the $100,000 to 
$500,000 budget range, the median salary 
is $10,000. 


The U. S. Working Force 

Every third person employed in the 
United States today is a woman, whereas 
in the latter part of the 19th century 
women counted for only one out of six 
employed workers. Of the 20.3 million 
women currently employed, six per cent 
are managers, officials, or proprietors, and 
10 per cent are professional and technical 
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workers. Nearly 20 per cent are skilled or 
semiskilled laborers, 23 per cent are en- 
aged in service work and 37 per cent hold 
clerical or sales jobs. The largest occupa- 
tional group in the 43.7 million males 
employed in 1956 consists of skilled and 
semiskilled workers—40 per cent of the 
total. About 21 per cent fall into the man- 
agerial classification (including farmers), 
while 13 per cent are in the clerical and 
sales category, and six per cent in services. 


Consumer Spending 

The University of Pennsylvania is pub- 
lishing an 18-volume study on consumer 
spending habits. The information was 
gathered by the Labor Department in 1950 
and 1951 when BLS was revising its Con- 
sumer Price Index but is being published 
privately because Congress never appro- 
priated enough money for BLS to put its 
findings in book form. 


Portable Microfilm Camera 

Diebold, Inc. has available a portable 
microfilm camera, Model 9600, which 
makes microfilm copies at less than 2/10 
of one cent and in a fraction of a second. 
The camera, priced below $1,000, is 
portable and can easily be carried from 
one office to another. 


Manufacturers’ New Orders 

New orders received by manufacturers 
in April amounted to $27.3 billion, up five 
per cent from a year ago and down less 
than seasonally from March 1956. On the 
seasonally adjusted basis, these new orders 
registered an increase for the first time 
since December 1955. The rise in new 
orders was widespread among the major 
manufacturing industries; only primary 
metal producers experienced a decline. A 
growth in the backlog of orders in this 
group over the past year, however, has 
been above average. 


American Business 


The number of business concerns oper- 
ating at the end of 1955 reached the record 
level of 4,252,000, according to the De- 
partment of Commerce. This figure was 
63,000 larger than on December 31, 1954. 
The 1955 rise was reflected in each of the 
major industry divisions, except manufac- 
turing, which continued to dip. 


Plant and Equipment Expenditures 


Businessmen expect new plant and 
equipment outlays to increase steadily 
through the third quarter of 1956, accord- 
ing to the SEC and Department of Com- 
merce. A joint survey of investment antici- 
pations shows second and third quarter 
outlays are planned at seasonly sdiened 
annual rates of $34.8 billion and $36.7 
billion, respectively. Examination of the 
results of the present survey finds that 
businessmen are generally holding to the 
tecord-breaking 1956 program reported in 
the previous survey. 
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HOW X E R oO G R A 2 sa | Y SPEEDS PAPERWORK 


cuts duplicating costs by 33 3% 





a 


BLUE BELL WRANGLERS 
FOR MISSES 


In 1908, two men set up 12 sewing machines 
in Jellico, Tenn. to make overalls. Today, 
Blue Bell, Inc., Greensboro, North Carolina, 
has 28 plants in 7 states. The Blue Bell line 
of work and play clothes contains over 1000 
different garments, including the most dra- 
matic of its products, western wear. In the 
continual search for more efficient produc- 
tion methods and lower costs, Blue Bell in- 
stalled XeroX® copying equipment to speed 
paperwork and cut duplicating costs. It is 
estimated that one third is saved using xerog- 
raphy, the versatile, electrostatic copying proc- 
ess, in a wide variety of applications at Blue 
Bell. We quote their statements about some 


of these applications. 


Let ‘‘The World’s Largest Producer of Work and Play Clothes”’ 
tell you about xerography! 


“There is almost an endless array of tasks xerography must perform for Blue 


Bell, Inc., copying onto paper masters for offset duplicating. We use it for 


sending out all our reports to company officers, department heads and sales- 


men; for intracompany communications, correspondence, customer relations 
(through sales letters), job flow charts and office forms. Quantities range from 


one to hundreds of copies. 


... Before xerography was installed here, we were faced with the problem of 
distributing weekly and monthly reports, bulky reports such as analysis man- 
uals containing as many as 900 pages. Since xerography is capable of reproduc- 
ing copy with a 65 per cent reduction in size, we found we could put three times 
as rauch material on the same amount of pages as before, thus reducing our 
bulky 900-page volumes to 300 pages. 


... "You can see the consequent savings here. We saved on duplicating time, 


on collating time, mailing expense and filling 


space.” 


Anything written, printed, typed or drawn can 
be quickly copied by xerography onto masters for 


duplicating. 


Copies in the same, enlarged, or reduced size 
can be made from one or both sides of the original 


material. 


Write for “proof of performance’’ folders showing 
how xerography is saving time and thousands of dollars 
for companies of all kinds, large and small. 


THE HALOID COMPANY 
56-77X HALOID STREET, ROCHESTER 3, NEW YORK 
BRANCH OFFICES IN PRINCIPAL U.S. CITIES AND TORONTO 


- XEROGRAPHY ¥& 


(ZE-ROG-RA-FEE) 


4 The fastest, cheapest, 


most versatile way to make masters for duplicating 


= > °. 





for Blue Bell, Inc., Greensboro, N. C. 
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NEW CONNECTIONS ... 

Harold A. Ketchum, formerly vice presi- 
dent and controller of Fasco Industries, 
Inc., Rochester, N. Y., was elected finan- 
cial vice president of Federal Pacific 
Electric Co., Newark, N. J. Mr. Ketchum 
has been active in the affairs of Controllers 
Institute of America having served as pres- 
ident of the Rochester Control (1948-49), 





MR. GALES 


as a national director (1951-54), as vice 
president of Region IV (1952-53) and as 
a trustee of Controllership Foundation, 
research arm of Controllers Institute, for 
three years from 1952-55. He was elected 
to a second three-year term in 1955. Mr. 
Ketchum is currently serving as vice presi- 
dent of Controllership Foundation, having 
been re-elected to that office last year. He 
also served as chairman of the Executive 
Committee of the Foundation, 1954-55. 
Jerome H. Gales has been appointed 
secretary-treasurer of the Lewis-Grinnan 
Company, Dallas, Texas. He was formerly 
comptroller and secretary-treasurer of Ga- 
bell’s Inc. of the same city... . V. C. 








MR. KETCHUM 


Mrowca has joined White Sewing Ma- 
chine Corporation, Lakewood, Ohio, as 
controller. . . . Reynolds W. Washburn 
was elected treasurer and a director of the 
Johns-Hartford Tool Co., Hartford, Conn. 
... A. E. Hamm is now with Union 
Twist Drill Co., Athol, Mass., as conttol- 
ler. . . . J. E. Boergert has become vice 
president-finance of North American Van 


Leon Freres 





MR. HAGAMAN 


Line, Inc., at Fort Wayne, Ind. 

George T. Pfifer, formerly treasurer of 
National Can Corporation, Chicago, IIl., 
has joined E. W. Bliss Company, Canton, 
Ohio, as vice president in charge of fi- 
nance 


PROMOTIONS . . . 

Sidney Fread was elected vice president 
in charge of finance of Joseph E. Seagram 
& Sons, Inc., New York; he is also a di- 
rector of the firm. .. . Frederick P. 
Hagaman promoted to controller of Esso 
Standard Oil Company, New York, suc- 
ceeding Harold A. Koechling who will 
devote full time to his duties as director 


CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER should 
be received in the editorial offices of THE CONTROLLER, 
Two Park Avenue, New York 16, N. Y., before the first of 
the month to affect the following month’s issue. For instance, 
if you desire the address changed for your October issue, we 
should be notified of your new address before September 1. 
Be sure to include your postal zone as well as your old and 


new address. 
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MR. PFIFER 


of the corporation. Mr. Hagaman, while 
with Standard Oil Company of Louisiana 
at Baton Rouge, served as a vice president 
of the New Orleans Control in 1944.45 
. . . H. J. Haughton was named control- 
ler of Jones & Laughlin Steel Corporation, 
Pittsburgh, Pa. 

William E. McKenna, controller of the 
Monroe Calculating Machine Company, 
Orange, N. J., has been elected a vice 
president and a director of the company. 
. . » James D. Willson, formerly treasurer 
and controller for the O. A. Sutton Cor. 
poration, Wichita, Kansas, was recently 
promoted to the position of vice president 
for finance and secretary. Mr. Willson is 
co-author of “Controllership—The Work 
of the Accounting Executive,’’ published 
by the Ronald Press Company. He is au- 
thor of “Business Budgeting and Con- 
trol,” published also by Ronald and his 
article on ‘Control of Research Costs,” 








MR. WILLSON 


published in the NACA Bulletin won the 
Lybrand Award of Merit. 

Marcell N. Rand has been appointed 
executive vice president and general man- 
ager of the Remington Rand Division of 
Sperry Rand Corporation, New York. He 
served as vice president and general man- 
ager of the Remington Rand International 
Division for the past seven years and has 
been a director of the company since 1941. 
Howard J. McGuire succeeds to Mr. 
Rand’s post in the International Division. 

. . Norman R. Althauser elected con- 
troller of Aluminum Company of Amer- 
ica, Pittsburgh, Pa., succeeding M. M. 
Schratz who has retired from the com- 
pany. S. T. Gustina was elected assistant 
controller. 

James W. Bell, assistant controller, 
Dorr-Oliver, Inc., Stamford, Conn., elected 
controller. Robert Conrad named as a new 
assistant controller succeeding Mr. Bell. 
O. |. Cook, also an assistant controller 
named budget director. . . . Eric L. Ham- 
ilton is now vice president of Canadian 
Industries Limited, Montreal, Quebec, and 
has been succeeded as treasurer by W. H. 
Flynn. . . . Nathan L. Giambalvo, man- 
ager of General Accounting Department 
of the Dyestuff and Chemical Division of 
General Aniline & Film Corporation, 
New York, has been appointed plant con- 
troller of the Linden, N. J., plant. . . . 
Carl E. Swenson, controller, Sweden 
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MR. HAMILTON 


Freezer Manufacturing Company, Seattle, 
Washington, recently became treasurer. 


COMPANY MOVES... 

Thomas B. Potter, assistant to the vice 
president, Petrochemicals Division, Com- 
mercial Solvents Corporation, New York, 
has been named secretary and assistant 
treasurer of Northwest Nitro-Chemicals, 
Ltd., a Canadian affiliate of CSC and will 
transfer his headquarters to Northwest 
Nitro’s new plant now under construction 
at Medicine Hat, Alberta, Canada... . 
R. L. Huey, assistant controller of Stran- 
Steel Corporation, Detroit, Mich., has 
been promoted to the position of control- 
ler replacing H. A. Lidtke who has assumed 
other duties with National Steel Corpora- 
tion, the parent organization of Stran- 
Steel. . . . C. E. Douglas has been ap- 
pointed controller of the White Diesel 
Engine Division of the White Motor 
Company, Springfield, Ohio. He formerly 
was assistant to the vice president-finance 
of White Motor, Cleveland, and also 
served as assistant to the general manager 
of White Motor Coach Division. 


HONORS TO... 

Ben D. Black, retired vice president and 
treasurer of James McCreery and Com- 
pany, New York, who was the recipient 
of an “Outstanding Achievement Award” 
at the Second Annual Alumni Institute of 
the School of Business Administration, 
University of Minnesota. The presenta- 
tion was made by President J. L. Morrill 
at the Alumni Banquet on April 19, 1956 
on the campus in Minneapolis. Mr. Black 
was the first president of the Minnesota 
Chapter of Beta Gamma Sigma, honorary 
business society, and was a pioneer and 
leader in the Controllers’ Congress of the 
National Retail Dry Goods Association. 
He is a retired member of Controllers In- 
stitute. . . . H. V. McConkey, secretary- 
treasurer, Southern Union Gas Company, 
Dallas, Texas, who received a diamond- 
studded lapel pin in recognition of his 25 
years of service with the gas utility com- 
pany. This is the 12th such award for 25 
years’ service presented by the company. 
- + + William J. Vatter, professor, Univer- 
sity of Chicago, who has been made an 
honorary fellow of the Australian Society 
of Accountants. 





MR. McCONKEY 





MR. BRYANT 


EXTRACURRICULAR ACTIVITIES .. . 

Norman R. Olley, secretary and control- 
ler of the R. T. French Co., Rochester, 
N. Y., is the new president of the Univer- 
sity Club. . . . J. Karl Fishbach, assistant 
treasurer, City Stores Company, New 
York, was recently elected a director of the 
Metropolitan Controllers’ Association. He 
was also appointed co-chairman of the 
Committee on Research and Projects. . . . 
Duncan |. McFadden, controller, Stanford 
University, Stanford, California, has been 
appointed to the American Council on 
Education’s Committee on Taxation and 
Fiscal Reporting to the Federal Govern- 
ment. The group, which serves for a term 
of three years, comprises five presidents 
and ten business officers from institutions 
of higher education throughout the coun- 
try. . . . Thomas W. Bryant, general con- 
troller, the Cuneo Press, Inc., Chicago, Ill., 
addressed one of the classes in the School 
of Business Administration at the Uni- 
versity of Arkansas on June 28 on con- 
trollership problems. 

Five members of Controllers Institute 
participated in the program of the 37th 
International Cost Conference of the 
National Association of Cost Account- 
ants held June 24-27 in Chicago, Ill. 
Donald J. Guth, assistant treasurer, Solar 
Aircraft Company, Iowa, served as the 
chairman of the technical program com- 
mittee; C. R. Fay, vice president and con- 


troller, Pittsburgh Plate Glass Company, 
Pittsburgh, Pa., and the Institute’s Board 
chairman, discussed accounting’s contri- 
bution to company progress; Thomas D. 
Lyons, comptroller, Allis-Chalmers Man- 
ufacturing Company, Milwaukee, Wis., 
served as a discussion leader on labor 
costs and fringe benefits ; P. D. McManus, 
controller, A. O. Smith Corporation, 
Milwaukee, Wis., served as a discussion 
leader on depreciation and amortization 
for today’s internal and external report- 
ing; and Peter N. Chiuminatto, secretary 
and treasurer, Charmin Paper Mills, 
Inc., Milwaukee, Wis., served as a dis- 
cussion leader on control of maintenance 
costs. 





Obituary 








HENRY H. BRERETON, 61, comptroller 
of the California Oil Co., Perth Amboy, 
N. J. died on June 10, 1956. He joined 
Standard Oil of California in 1921 as a 
junior clerk and came east in 1945 as sec- 
retary, treasurer and a director of Cali- 
fornia Oil Co. He became comptroller of 
the firm, a refining and marketing subsid- 
iary of Standard Oil of California, in 1952. 


BEN R. COLLINS, retired secretary-treas- 
urer and a director of Longhorn Portland 
Cement Co., San Antonio, Texas, died on 
July 8, 1956. He was associated with his 
firm for 26 years. He was 56. 

An active business and civic leader in 
San Antonio, he has served as president, 
treasurer and director of San Antonio 
Manufacturers Association, director of 
Texas Manufacturers Association, as presi- 
dent of the local chapter of National As- 
sociation of Cost Accountants, and as a 
national director of that group. 





EXTRACURRICULAR ACTIVITIES of the members of 
the Chicago Control of Controllers Institute in- 
cluded a Controllership Seminar recently held 
at the Moraine Hotel in Highland Park, Ill. At 
the informal two-day “shirt sleeve’ get-together, 
members of the Control pooled their knowledge 
of problems recently experienced in the field 





of corporate accounting functions, technical de- 
velopments, reports to management, internal avu- 
diting, budgetary control and other organiza- 


tional areas. The eight-session meeting was 
arranged by the Committee on Education of the 
Chicago Control, chairmanned by Charles F. Axel- 
son of United States Gypsum Company, Chicago. 
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REPRINTS AVAILABLE 
of articles from 
THE CONTROLLER 


* 


ELECTRONICS TODAY: A CONTROLLERS VIEW 
Paul G. Drescher 
July 1952 


and 


A TIMELY REPORT ON ELECTRONIC 
COMPUTERS AND ALLIED EQUIPMENT 
M. E. Davis 
October 1952 


combined in a reprint entitled 
ELECTRONICS TODAY 
available at 40c per copy 


A report prepared by the Finance 
Management Committee of the New 
York City Control of Controllers In- 
stitute: 

Part 1 
HOW A CORPORATION RAISES CAPITAL 
April 1956 
Part 2 
COST OF CAPITAL 
May 1956 


12-page combined reprint—40c 


Address REPRINTS 


THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 








EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER—ASST. TREASURER 


BBA degree, age 40, married, relocate. Twen- 
ty-four years’ public and industrial experi- 
ence: cost accounting, budgets, taxes, manage- 
ment controls, government contracts, systems 
and procedures. Desires career opportunity 
with progressive company. Box 2206. 





NOTE: Tie Controuuer reserves the right to ac 
cept, reject or censor classified «opu and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any ilem bouyhl or sold. 





Effect of Credit Controls 


Small and medium-sized manufacturers 
have been hurt by credit restrictions dur- 
ing the past 12 months, although most 
larger corporations have been unaffected, 
says a study by Standard Factors Corpora- 
tion, entitled “One Year's Experience 
with Credit Controls.” The study covers 
727 manufacturers in 33 major industries 
and 127 banks in all parts of the country. 

According to the report, ‘the tighten- 
ing of the money supply has not affected 
all businesses in the same fashion. .. . 
While it is obviously not the desire of the 
Federal Reserve managers to discriminate 
among business borrowers, the net effect 
has been that as bank credit tightened, the 
largest borrowers have supplemented their 
bank credit by selling commercial paper, 
or borrowing from insurance companies 
or the public. The smaller and medium- 
sized manufacturers, on the other hand, 
have had to contend with a more desper- 
ate loan situation.” 

The report indicated that most compa- 
nies with $5,000 to $25,000 net worth 
have lost their bank lines during the past 
12 months because of tightening bank 
credit. Of companies with $25,000 to 
$100,000 net worth, about half lost bank 
lines. Of companies with $100,000 to 
$500,000 net worth, only about 12 per 
cent lost bank lines. Companies with net 
worth over $500,000 were said to be vir- 


tually unaffected by the tightening bank 
credit situation. 

While many of these companies went 
to commercial finance companies for credit 
accommodations, the finance companies 
were also caught by the tightening bank 
credit situation. “Commercial finance com- 
panies operate on the basis of their own 
capital plus bank lines of credit,” the re- 
port said. “With bank lines tighter, the 
finance companies could not begin to ac- 
commodate the demand. . . . Only those 
larger commercial finance companies with 
access to public financing, insurance com- 
panies loans and commercial paper mar- 
ket, were able to make some semblance of 
meeting the need.” 

As far as the banks are concerned, the | 
report indicates that banks are most anx- 
ious to continue servicing their smaller 
business customers, but ‘when restraining 
pressure on loans is applied from the top, 
the pressure usually is more severe in the 
case of the smaller and medium-sized busi- 
ness, than when the corporation is larger.” 

In conclusion, the Standard Factors’ re- 
port says: “Whether the country can af- 
ford to maintain uniform credit controls 
which affect the different segments of in- 
dustry so differently, and which bankers 
themselves do not like, is something which 
the Federal Reserve System might recon- 
sider.” 


Solicitations Questionnaire Useful in 
Developing Facts on Soliciting Organizations 


The prime function of an effective re- 
porting agency is to gather all available 
factual information on a particular appeal 
and to present this information in an ob- 
jective manner to business firms in order 
to assist them in their basic problem; 
namely, to see that their philanthropic 
dollar is wisely spent. Practical, effective 
screening procedures prove valuable tools 
toward this end. 

Edward B. Mergardt, vice president, 
National Better Business Bureau, Inc., in 
discussing this subject before the National 
Industrial Conference Board’s 364th meet- 
ing, January 1956, in New York, said he 
did not feel it was the job of the Better 
Business Bureau to impose its judgment 
on any inquirer, whether it be an indi- 
vidual or a member company. During 
1955, the Bureau received more than 
18,000 inquiries and complaints on or- 
ganizations soliciting on a national or re- 
gional basis. 

According to conservative estimates, ap- 
proximately 3% of the donor’s dollar is 
syphoned off by fraudulent and “fringe” 
organizations. Prior to the total philan- 
thropic giving figure of $6 billion for 
1955, this wasted money amounted to al- 
most $200 million. This tremendous ille- 
gitimate “‘take’’ by promoters and opera- 


tors, said Mr. Mergardt, should be cut 
down to size where it belongs—zero, if 
possible. Fortunately, he added, the vast 
majority of good organizations with 
worth-while programs are efficiently and 
economically administered. 

In order to obtain information on or- 
ganizations soliciting support from busi- 
ness, the NBBB has a Solicitations Ques- 
tionnaire prepared with the counsel of a 
Business Advisory Committee on Solicita- 
tions. A separate questionnaire is used to 
obtain information on organizations of 
publications soliciting advertising for a - 
“cause.” The Bureau reports also include 
past performances of organizations and 
their principals as reflected in the Bureau’s 
files, which contain the names of more 
than 200,000 organizations and individ- 
uals. The resulting information is com- 
piled in a comprehensive report giving a 
full factual picture of an organization's 
program in operation, helping the recip- 
ient of the report to make a sound dec- 
sion according to his own best judgment. 

While the Bureau does not, as a matter 
of policy, approve or disapprove any of: 
ganization, it has formulated a set of com- 
mon sense ‘‘do’s and don’ts for wise giv- 
ing” which may be used as a guide ty any 
potential contributor. 
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